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OLD AGE SECURITY IN THE SOCIAL 
SECURITY ACT 
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University of Wisconsin 


&: TO the introduction of the bill out of which developed 


the Social Security Act,’ the principal interest of nearly 

all committees and individuals concerned with its formu- 
lation was in unemployment insurane. Once this bill was intro- 
duced, however, the major interest, both in and outside of Con- 
gress, shifted to old age security. This has continued down to the 
present time. 

Despite the numerous articles which have been written on the 
subject, and, to no small measure, because of them, there is still 
a very general lack of information regarding the provisions of the 
Social Security Act relating to old age security and their purposes. 
The two parts of the old age security program are confused and 
many of the essential features have been grossly misrepresented. 
It is essential to grasp that there are two distinct measures for old 
age security in the Social Security Act: old age assistance, dealt 
with in Title I; and old age benefits, dealt with in Title II, with 
which Title VIII is generally linked in public discussions. Old 
age assistance is public aid given in cash to old people who are de- 
pendent upon the public for support. This aid is gratuitous, in 


* Pub. No. 271 (74th Cong., approved August 14, 1935). 
I 
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the sense that it is paid for from general taxes, without any con- 
tributions by the beneficiaries, except possibly as general tax- 
payers. It is granted not as a matter of right but on the basis of 
need and in amounts determined by need. Old age benefits, in 
contrast, while not legally contractual, are in effect a right and 
not a gratuity, and have no reference to need. They are con- 
tributory in the sense that the beneficiaries will be subject to 
special taxes which are expected to finance a considerable part of 
the costs. 

Old age assistance is administered by the states or their po- 
litical subdivisions in accordance with provisions of state laws. 
The federal government merely gives financial aid to the states 
for a part of the costs of old age assistance. These aids are condi- 
tioned upon compliance with standards set forth in the Social 
Security Act, but wide discretion remains with the states and the 
actual administration of the grants is entirely a state function. 
The old age benefits under Title II, in contrast, are directly ad- 
ministered by the federal government. The states have nothing 
whatsoever to do with them and pay no part of the costs. 


I. OLD AGE ASSISTANCE 


Title I of the Social Security Act authorizes Congress to ap- 
propriate not to exceed fifty million dollars for the fiscal year 
1935-36 and “an amount sufficient” for subsequent years for 
federal aid to the states for old age assistance. Old age assistance 
is defined as public aid extended to “needy individuals” who are 
above sixty-five years of age and who are not inmates of any pub- 
lic institution. 

The federal aid to any state for this purpose is limited to 50 per 
cent of the total expenditures for old age assistance by the state 
and its political subdivisions and to not more than $15 per month 
for any individual who is given assistance. This aid must be ex- 
pended exclusively for the actual payment of old age assistance, 
but, in addition, aid equal to 5 per cent of such federal grants for 
old age assistance is allotted to the states for the administration 
of such assistance. 

Grants under this title are to be made only to states which have 
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a state plan for old age assistance which the Social Security Board 
finds conforms with standards set forth in the federal act. These 
standards relate both to the substantive provisions of the state 
old age assistance laws and to their administration. 

On the substantive side the most important condition is that 
the state law must be in effect throughout the state and, if ad- 
ministered by political subdivisions, must be mandatory upon 
them. Further, the state government must bear at least a part of 
the costs of old age assistance. Finally, states are forbidden to 
establish as qualification for eligibility for old age assistance more 
drastic restrictions as to age, residence, and citizenship than those 
specified in the federal act. The minimum age limit for old age 
assistance may not be set higher than seventy years prior to 
January 1, 1940, or higher than sixty-five years thereafter. The 
specified minimum period of residence within the state may not 
be more than five years during the last nine years preceding the 
application, the last year of which may be required to have been 
one of continuous residence in the state. States may limit old age 
assistance to citizens of the United States, but may not require 
that the beneficiary shall have been a citizen for any specified 
length of time. 

Regarding the administration of old age assistance, one major 
provision is that the state government must either administer the 
assistance directly or some state department must be designated 
to supervise the administration by the counties or other local 
units, with a right of appeal, in the event of the denial of any ap- 
plication for assistance, to the supervising state department. The 
other major condition is that the state plan must provide such 
methods of administration as are found by the Social Security 
Board to be necessary for the efficient operation of the plan, but 
it is expressly provided that the Board shall have no authority in 
relation to “the selection, tenure of office, and compensation of 
personnel.” 

Federal aid for old age assistance is payable quarterly in ad- 
vance, on the basis of anticipated expenditures, but with adjust- 
ments later on if the actual expenditures are either larger or 
smaller than was estimated. States may grant old age assistance 
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to persons under sixty-five years of age or to inmates of public in- 
stitutions, but they cannot recover any part of their costs in such 
cases from the federal government. Similarly, they may, and 
some states actually do, give assistance of more than $30 per 
month to some individuals, but the federal government will give 
aid to the states for only $15 per month in each such case. The 
states also can establish their own standards for determining who 
are “needy individuals,” but it is at least implied that the old age 
assistance must be limited to aged dependents and must bear 
some relation to their need. 

The authority of the Social Security Board, in the first in- 
stance, is limited to the approval or disapproval of the state plan 
for old age assistance. Having approved the state plan, as con- 
forming with the conditions specified in the federal act, the Social 
Security Board may discontinue federal aid only if it finds, after 
reasonable notice and opportunity for hearing to the state agency 
administering or supervising the state plan, that this plan no 
longer conforms with the requirements of Title I or that the 
conditions governing eligibility for assistance prescribed in the 
federal act are in actual administration being violated in “‘a sub- 
stantial number of cases.” 

The original bill? recommended by the Committee on Economic 
Security and the President gave more extensive authority to the 
federal government in the administration of old age assistance and 
laid down more exacting conditions before the states would be en- 
titled to any share in the federal aid. The major change made by 
Congress with regard to administration was the insertion of the 
proviso that the Social Security Board shall have nothing to say 
about the selection, tenure of office, and compensation of per- 
sonnel concerned with the administration of old age assistance in 
the states. In relation to the substantive content of the state 
legislation, Congress so rephrased the provisions of Title I relating 
to age, residence, and citizenship as to make it possible for the 
states to impose other restrictions upon eligibility for old age as- 
sistance, while in the original bill these were specified as the only 
restrictions which the states might impose. It also struck out of 


2 H.R. 4120 and S. 1130 (74th Cong., rst sess.). 
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the bill the requirement that the old age assistance grants must 
be sufficient, with other income, to provide “a reasonable sub- 
sistence, compatible with decency and health” and failed to sub- 
stitute for it any other standard governing the amount of the 
assistance to be paid. As the act stands the Social Security Board 
can neither review the old age assistance grants in individual cases 
nor object to the administration in any state because its average 
grants are ridiculously low. 

These amendments greatly weakened this part of the Social 
Security Act. Title I neither actually sets up nor renders certain 
adequate old age assistance on a nation-wide basis. It leaves it ™ 
optional with the states whether or not they shall have an old 
age assistance law. It insures uniformity between states having 
laws only in a few matters and leaves the two most vital points— » 
the definition of need and the amount of the assistance—entirely 
to the determination of the states. It includes no safeguards 
against the selection of the actual administrators of the assistance ” 
on a political, spoils basis. 

It does, however, create a strong financial incentive for the en- 
actment of old age assistance laws conforming with the standards 
of Title I. This incentive has been very materially increased by 
the withdrawal of all federal aid for direct relief. Prior to passage 
of the Social Security Act the states received no aid toward the 
costs of old age assistance, while they received aid from the federal 
government in amounts averaging 70 per cent of the total costs 
of direct relief. In consequence there was a great temptation for 
state and local authorities to get old people in need on relief 
rather than old age assistance. This situation has now been exact- 
ly reversed. It is now to the financial interest of the state and 
local authorities to get old people who are dependent upon the 
public for support on old age assistance rather than outdoor poor 
relief. 

While the Social Security Board was shorn of much of the 
power granted in the original bill, it, nevertheless, has still been 
able to assume leadership in the development of old age assist- 
ance legislation and in the improvement of its administration. 
This has resulted from the fact that it must approve the state 
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plans for old age assistance and the quarterly allotments of aid 
to the states. The act expressly provides that the methods of ad- 
ministration must be satisfactory to the Board and, while it is 
expressly deprived of any voice in the selection of personnel, this 
provision affords ample authority for the policy which the Board 
has actually pursued of requiring the states to outline in detail 
their methods of administration in their state plans and of insist- 
ing that they live up to their plan once it has been approved. 

The progress made has been much greater than seemed prob- 
able while the Social Security Act was under consideration. 
When this measure was introduced in January, 1935, twenty- 
eight states and two territories had old age assistance laws on 
their statute books. Three of these laws were entirely inopera- 
tive and in only a few states were the laws actually in effect 
throughout the entire state, although only eight laws were in form 
optional with the counties. Only in Delaware (and Alaska) was 
there direct state administration of old age assistance and in only 
eleven of the remaining states was there state supervision of ad- 
ministration more extensive than an annual report from the 
county administrators; in five states there was not even such an 
annual report or other trace of state supervision. In twelve states 
the entire costs of old age assistance fell upon the county and local 
governments. 

In their substantive provisions many of the old age assistance 
laws were anything but liberal. The minimum age in nearly half 
of all laws, including those of the largest states, was seventy 
years; elsewhere, with two exceptions, sixty-five years. Delaware 
was the only state in which the required residence was as low as 
five years; in most states fifteen years of residence were required; 
in one state, twenty years; and in another, thirty-five years. In 
the majority of the states a specified minimum period of residence 
within the county was also required; in one-third of the states, 

3 A complete analysis of all major provisions of these laws is given in Table 15 
of the Supplement to the Report to the President of the Committee on Economic Security, 
which is included in most editions of the Report of the Committee as published by 
the Government Printing Office (1935) and also in the Hearings on the Economic 


Security Act before the House Ways and Means Committee and the Senate Finance 
Committee in the 74th Cong., 1st sess. 
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five years or more. Half of the states prescribed not merely 
citizenship but a minimum of fifteen years of citizenship. Quite 
a few of the states also had very restrictive property limitations 
which had the effect of barring many dependent aged people from 
getting assistance because they owned their own homes. The as- 
sistance grants were most commonly set at a maximum of either 
$1.00 per day or $30 per month, to be reduced by the amount of 
income from other sources. In two states the maximum grants 
were more and in eleven states less than these standard amounts, 
while Massachusetts and New York set no specific maximum, pro- 
viding instead that the old age assistance grants should be suf- 
ficient, with other income, “for a reasonable subsistence, com- 
patible with decency and health.” Conservative and few as are 
the requirements in Title I of the Social Security Act prescribing 
conditions with which the states must comply to get federal aid 
for old age assistance, none of the states had laws, when this 
measure was introduced, which complied with all these conditions. 
Every existing old age assistance law had to be liberalized in some 
respect, many of them very extensively. 

In December, 1934, 236,000 persons were being paid old age 
assistance throughout the United States.‘ In contrast, it was 
estimated by the Committee on Economic Security that there 
were at least eight hundred thousand, and perhaps one million, 
people over sixty years of age who were in receipt of emergency 
unemployment relief or some other form of outdoor poor relief. 
In 1934 a total of $32,000,000 was expended on old age assistance. 
The grants averaged $14.69 per month in the entire country. Six 
states paid assistance averaging above $20 per month; fourteen, 
grants averaging less than $10. Considerably less than 10 per cent 
of all persons in the eligible age groups in the states in which old 
age assist were actually in operation were actually re- 
ceiving ass 

While the Sécial Security Act was under consideration in Con- 
gress seven states andthe District of Columbia were added to the 

4 The statistics presented in this paragraph are taken from the article by Florence 


E. Parker, ‘Experience under State Old Age Pension Acts in 1934” (Monthly Labor 
Review, XLI, 303-25). >. 
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number having old age assistance laws and seven other states re- 
vised their laws in an attempt to qualify for federal aid when it 
should become available. By August, when the Social Security 
Act became law, however, all but two of the forty-four legisla- 
tures which held regular sessions in 1935 had adjourned, leaving 
most states in the position of having to hold special sessions if they 
wished to get federal aid before 1937. The defeat of the third de- 
ficiency appropriation bill, which carried the actual appropria- 
tions for the fiscal year 1935-36 authorized in the Social Security 
Act, through the filibuster of Senator Long on the closing day of 
the Congressional session, removed the urgency for special sessions 
and created widespread doubt whether the federal government 
would ever give the promised aid. Not until February, 1936, was 
any money actually appropriated for federal aid for old age as- 
sistance and for some months, until this appropriation was made, 
there was little progress. 

Once federal aid was available state after state held special 
sessions of its legislature to qualify for this aid. On the first anni- 
versary of the Social Security Act all but five states* had enacted 
old age assistance laws—sixteen more than when this bill was 
introduced. Of the total of forty-six laws thirty-eight had been 
approved as conforming in all respects with Title I of the Social 

5 The five states without old age assistance laws on August 14, 1936, were 
Georgia, North Carolina, South Carolina, Tennessee, and Virginia. Of these states 
South Carolina had submitted an amendment to vote of the people to authorize it 
to pay old age assistance. A similar amendment was passed by the legislature of 
Georgia in 1935 but was prevented from going to vote of the people by a veto of 
Governor Tallmadge. In Kentucky, Oklahoma, and Texas the constitutions have 
been amended since passage of the Social Security Act to permit these states to pay 
old age assistance, and they all now have approved laws. In Kansas an amendment 
to permit of state participation in financing was adopted in a special session of the 
legislature in the summer of 1936 and was approved by the November election, as 
was the amendment proposed in South Carolina. This state has an old age assist- 
ance law, enacted in 1935, but it has remained inoperative and does not comply 
with the Social Security Act. 

“States” with old age assistance laws which had not been approved by August 14, 
1936, were Alaska, Arizona, Florida, Hawaii, Kansas, Nevada, South Dakota, and 
West Virginia. 

This and other information given in this article on the progress made since the 
Social Security Act became effective is taken from releases of the Social Security 
Board. 
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Security Act. Total federal aid of $42,275,000 had been allotted 
to help finance old age assistance paid to 783,400 needy old peo- 
ple. This represents more than a 300 per cent increase over 
December, 1934. Everywhere the federal aid has been used 
to supplement state appropriations which were themselves 
greatly increased. Not only have most of the old people who 
were on relief been transferred to old age assistance, but in 
many states there has been a substantial increase in the aver- 
age grants.° Great improvement has also occurred in the ad- 
ministration of old age assistance. With the exception of two un- 
approved laws all old age assistance laws now are mandatory and 
provide for some degree of state supervision. In most states the 
actual administration remains local, but there has been marked 
progress toward uniformity of procedure and records. The resi- 
dence and citizenship requirements have been modified in nearly 
all states to conform with the standards of liberality specified in 
the Social Security Act. The great majority of the states now fix 
sixty-five as the minimum age for assistance, although they do 
not have to do so until 1940 in order to get federal aid. 

Old age assistance in this country, however, is by no means all 
that it ought to be. Very restrictive provisions remain in many 
states regarding the amount of property which old people may 
own without being disqualified. Particularly offensive to many 


In North Dakota the average old age assistance grants increased from $1.08 
per month in 1935 to $15.94 in the latest available month in 1936; in Nebraska from 
$3.98 to $14.86; in Michigan from $9.65 to $16.91. 

The average of $16.02 in June, 1936, for the entire country is affected very greatly 
by the very low grants in states in which an unusually large percentage of old per- 
sons have been put on the old age assistance rolls—which are principally the states 
in which the Townsend movement is unusually strong. In nearly all states in which 
old age assistance laws were in actual operation before introduction of the Social 
Security Act, the average grants have materially increased. An important factor in 
this connection appears to be that while formerly the practice prevailed of placing 
only the husband on the pension rolls where both the husband and wife were eligible 
to pensions, it is now apparently the usual procedure to grant separate pensions to 
both eligibles. 

Low as are the average grants in many states, they are considerably larger than 
were the allowances for old people on relief. In 1934, when the costs of direct relief 
were at the peak, the average cost per “case” was less than $30 per month, and the 
“cases” averaged over four individuals. 





10 EDWIN E. WITTE 


old people are provisions requiring them to convey all their 
property to the state (or county) as a condition of getting as- 
sistance. Few states have liberalized the statutory provisions 
governing the amount of old age assistance to be granted. But 
most serious of all is the unsatisfactory administration in many 
counties and in entire states. 

Great differences exist between the states both in the per- 
centages of all people over sixty-five who are in receipt of old age 
assistance and in the amount of the old age assistance grants. In 
most states less than 10 per cent of all people over sixty-five years 
of age were receiving old age assistance in June, 1936, but in six 
western states more than 20 per cent were on the old age as- 
sistance rolls. The average of the grants for the entire country 
was $16.02 in this month, but the range between states was from 
an average of $3.62 to $25.26. In five states the grants averaged 
below $10 per month; in nine states, above $20. 

A major factor responsible for such great variation is the con- 
fusion which still exists over the nature and purpose of old age 
assistance. All old age assistance laws restrict the assistance to 
old people who are dependent upon the public for support and 
with two exceptions all of these laws contemplate that the amount 
of the grants shall be determined by the needs of the individual. 
Popularly, however, old age assistance is called “old age pen- 
sions,” and there is a widespread notion that everyone who 
reaches a specified age is entitled to a pension and a still more 
prevalent notion that all eligible persons should receive the same 
grants. These notions have influenced the actual administration 
of old age assistance in many places, particularly where the Town- 
send plan has strong support. In quite a few counties and in some 
entire states nearly all old persons who have applied for assistance 
have been put on the pension rolls, only persons known to have a 
considerable amount of property or very well-to-do children be- 
ing barred. 

Practically everywhere high percentages on the old age as- 
sistance rolls are associated with low average grants. Where old 
age assistance is confused with universal old age pensions every 
applicant who satisfies the age and residence requirements is 
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granted a pension of the same amount which, however, is small 
because so many people must share the available funds. Such an 
administration is very wasteful and unjust. Small grants of this 
kind are adequate for old people who are housed and fed by their 
children but who need a little public assistance for clothing and 
spending money. They are very inadequate for the most needy 
old people—those who have no income or support from any other 
source and, moreover, have others who are dependent upon them. 
The Social Security Board is doing everything that it possibly can 
to correct these conditions, but it is not an easy matter to over- 
come the widespread confusion of old age assistance with flat pen- 
sions for all old people, which the Townsend movement has done 
so much to create. 


Il. FEDERAL OLD AGE BENEFITS 


Federal old age benefits are payable under Title II of the Social 
Security Act to all persons who are employed anywhere in the 
United States subsequent to December 31, 1936, with stated 
exceptions. The most important of these are persons engaged in 
agricultural labor, domestic service in homes, casual work, em- 
ployment by the federal, state, or local governments, employ- 
ment on any vessel, and employment by any non-profit-making 
religious, charitable, or educational organization. Self-employed 
persons, owners, and operators are likewise excluded. Persons 
who subsequent to December 31, 1936, are employed in in- 
cluded employments and who thereafter transfer to excluded 
occupations or industries do not lose their rights to benefits, but 
their benefits are based solely on their earnings in the included 
occupations. 

The Committee on Economic Security estimated that of the 
49,000,000 people reported gainfully occupied in the census of 
1930, 26,000,000 would have been included in the federal old age 
benefit plan. Excluded would have been 12,000,000 self-employed 
people, owners, and operators, 9,000,000 persons employed in ex- 
cluded industries, 1,000,000 persons employed in included indus- 
tries but over sixty-five years of age, and 500,000 casual workers. 
The 26,000,000 estimate still seems quite accurate for the initial 
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number of included workers who benefit, although the potential 
number (if they had work) is closer to 30,000,000. This number is 
almost certain to increase in future years. Since persons once em- 
ployed in industries to which Title II is applicable do not lose 
their rights by ceasing to be employed in such industries or being 

no longer employed, it is probable that the number of persons who 

will have some benefit rights under Title II will in the course of a 

few decades exceed the total number of persons gainfully occu- ; 
pied.’ At the very outset more people will be included than are 
embraced within old age insurance in any other country.* Unlike 
most other laws affecting the relations of employers and em- 
ployees in this country, there are no numerical exclusions in the 
federal old age benefit plan. It applies to all employment other 
than in excluded industries or occupations, whether there is one 
employee in the establishment, or a thousand, or any other num- 
ber. 

The major benefit to eligible persons contemplated in Title 
is a monthly retirement allowance. To be eligible to this monthly 
benefit the applicant must have worked for wages for at least five 
years subsequent to December 31, 1936, and have earned after 
this date a minimum total of $2,000 in employments other than 
those specifically excluded. He must also be at least sixty-five 
years of age and have retired from his usual occupation. The 
first retirement benefits will become payable in 1942 to persons 
then sixty-five or over who worked for at least five days in each 
of the years 1937 to 1941 in employments not specifically ex- 
cluded and who earned a total of $2,000 during these years in 
such work. 

The amount of the monthly old age benefits is based upon the 
wages earned subsequent to December 31, 1936, and before at- 

7 This is likely to result because the majority of women employees drop out of 
gainful employment upon marriage. Married women who acquire benefit rights 
before marriage will be entitled to retirement benefits (usually at the minimum 
rate) on attaining age 65, although never gainfully employed after marriage. a 

® The coverage of the largest old age insurance systems in 1934 (or other latest 
available year) was, in round numbers, as reported by the International Labour 
Office: The Soviet Union, 23,500,000; Germany, 21,000,000; Great Britain, 19,000,- 
000; France, 8,000,000; Italy, 6,000,000; Sweden, 4,000,000; Netherlands, 
3,000,000. 
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tainment of age sixty-five, in employments not specifically ex- 
cluded, disregarding, for this purpose, earnings in excess of $3,000 
in any year. If the total wages earned are between $2,000 and 
$3,000 the monthly benefit rate is one-half of 1 per cent of the 
total wages. If the total wages exceed $3,000 the monthly rate is 
a sum arrived at by adding together one-half of 1 per cent of the 
first $3,000, one-twelfth of 1 per cent of the excess above $3,000 
up to $45,000, and one twenty-fourth of 1 per cent of the excess 
above $45,000. The minimum monthly retirement allowance is 
$10, the maximum $85. 


TABLE 1 
ILLUSTRATIVE MONTHLY FEDERAL OLD AGE BENEFITS 












































MonTaLy BENEFIT AFTER ASSUMED NUMBER OF 
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The net effect of these provisions will be most easily under- 
stood by examining Table 1 which gives the monthly benefits 
payable after sixty-five to employees employed for varying 
periods subsequent to December 31, 1936, and at different as- 
sumed average annual wages. 

This plan favors the workers who at this time are already middle 
aged or over and those whose rateof payis small. Every worker who 
earns more than another subsequent to December 31, 1936 (up to 
the maximum of $3,000 per year) will get higher benefits in absolute 
amount than such other worker, but the benefits of the worker 
with the smaller earnings will be a somewhat higher percentage 
of these earnings. In the early years after retirement benefits first 
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become payable most of the benefits will not be much greater than 
the average old age assistance grants,® but they will tend to in- 
crease with the lapse of years subsequent to December 31, 1936. 
A young workman employed for forty years after Title II becomes 
effective can look forward to benefits on retirement at age sixty- 
five of $51.25 per month if he earned an average of $100 per month 
and larger benefits if his earnings were greater. 

If eligible persons die prior to becoming sixty-five years of age 
a lump sum benefit is paid to their estates equal to 3.5 per cent 
of their total wages subsequent to December 31, 1936. The same 
benefit is paid to employees who on attaining age sixty-five can- 
not establish that they earned at least $2,000 subsequent to 
December 31, 1936, or who were not employed for at least five 
days in each of five years after this date. If employees die after 
retirement, but before they have drawn at least 3.5 per cent of 
their total wages in monthly benefit payments, their estate is en- 
titled to the difference between this amount and the payments 
they received during their lifetime. 

These benefits, all taken together, are such as can be paid for by 
5 per cent contributions (or taxes), with interest at 3 per cent 
compounded annually, throughout an industrial lifetime on 
wages of $1,100 per year which were taken by the actuaries as the 
average taxable wages of all employees to whom Titles II and 
VIII are applicable."® The benefits to workers earning less than 

* The maximum benefit to anyone who is retired after having been within the 
old age benefit plan but five years is $25 per month. The average benefits of all 
persons who will be retired in 1942 (the first year) will probably be somewhere 
between $15 and $18 per month. In each year thereafter, for two or three decades, 
the average benefits can be expected to increase, and, if present wage levels continue, 
are likely, ultimately, to exceed $50 and, perhaps, $60 per month. Should wage 
levels rise or fall the average benefits will be correspondingly affected. 


1° The actuaries also assumed that the average workman loses one-ninth of all 
working time through unemployment, accident, and sickness; also that, while 
under Title II he may retire at age 65, he will not actually do so until he is 67} 
years old. These assumptions, and also the $1,100 average taxable wage figure, 
are reasonable in the light of the experience of industrial pension systems, but, of 
course, are very doubtful when applied to all of the millions of workers who will 
be included in the federal old age benefit plan and for all of the years up to 1980 
for which the actuaries made estimates. Should retirement occur earlier than as- 
sumed or the lost time be greater than one-ninth of all possible working time, 
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this assumed average wage or who are not within the system 
throughout the entire period of their working lives cost more than 
5 per cent of their earnings, those of workers whose total wages 
are greater somewhat less, but in no case less than 3 per cent. The 
benefits, considered as a whole, are far more liberal than those of 
any compulsory insurance system in existence anywhere. 

This old age benefit plan is to be administered by the Social 
Security Board. The funds for payment are to come from the “old 
age reserve account” which is set up on the books of the Treasury, 
to which Congress is authorized to appropriate annually “an 
amount sufficient as an annual premium to provide for the pay- 
ments required under this title, such amount to be determined 
on a reserve basis in accordance with accepted actuarial prin- 
ciples, and based upon such tables of mortality as the Secretary 
of the Treasury shall from time to time adopt, and upon an inter- 
est rate of 3 per cent per annum compounded annually.” These 
appropriations do not come from any special fund nor are they 
derived from any special taxes. There is no appropriation what- 
soever in the title, but merely an authorization for an annual ap- 
propriation by Congress in the maximum amount determined on 
the basis above quoted. The language used clearly means that 
Congress can annually make any appropriation that it sees fit 
to the old age reserve account, not exceeding the maximum esti- 
mated by the Secretary of the Treasury to be necessary to fi- 
nance the old age benefits on a reserve basis. In most discussions 
of the Social Security Act this provision has been interpreted as 
requiring financing on a reserve basis, but this interpretation has 
no foundation other than that this is the maximum authorized 
appropriation. Under the act it is possible for Congress to finance 
old age benefits on a reserve basis, or on a pay-as-you-go basis, 
or any combination of these plans. 

Any amount which Congress may appropriate to the old age 


contributions of more than 5 per cent will prove necessary unless there is a con- 
siderable increase in the average wage level. 

For a complete explanation of the assumptions underlying the estimates on which 
the $47,000,000,000 reserve by 1980 is based, see Otto C. Richter, “Actuarial Basis 
of Cost Estimates of Federal Old-Age Insurance,” Law and Contemporary Prob- 
lems, III (1936), 212-30. 
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reserve account in excess of the requirements for the immediate 
payment of benefits is directed to be invested by the Secretary 
of the Treasury in any outstanding United States securities or 
in special non-negotiable obligations of the Government issued 
exclusively to this account and bearing 3 per cent interest. The 
Secretary of the Treasury is to include in each annual report to 
the President and Congress a complete statement of the actuarial 
status of the account, which means that he is to show not only 
the assets of the account but the present value of all contingent 
liabilities, assuming a continuance of the benefit plan without 
change. 

The foregoing are all of the essential provisions of the federal 
old age benefit plan as set up in Title II of the Social Security 
Act. Since Title VIII, however, has been linked with Title II 
in all popular discussions, it is convenient to take note here of 
the provisions of this title. 

Title VIII imposes two distinct taxes which came into effect 
January 1, 1937: an income tax on employees measured by the 
wages paid them and an excise tax on employers measured by 
their pay-rolls. The employees taxed are in the main the same 
people to whom benefits will become payable under Title II and 
the employers taxed are those employing these employees. For 
the first three years the tax rate is 1 per cent on the employer 
and 1 per cent on the employee, computed on the wages paid, but 
leaving out of consideration the excess over $3,000 paid to any 
individual in any year. In 1940 the tax rates will be increased to 
1.5 per cent and every three years thereafter there will be another 
increase of o.5 per cent until the maximum rate is reached in 1949. 
In that year and thereafter the rate will be 3 per cent on the 
employers and 3 per cent on the employees. 

These taxes are popularly regarded as the source of the 
revenues for the payment of old age benefits. They were loosely 
so described in the report of the Committee on Economic Security 
and by some members of Congress in the debates upon the Social 
Security Act. In the reports of the Congressional committees, 
however, the complete separation of these titles was emphasized 
and structurally they are entirely distinct. The taxes levied in 
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Title VIII may be amended or repealed independently of Title 
II. The revenues therefrom can be used for any purpose. While 
the United States government in simultaneously enacting both 
of these titles has assumed the moral obligation that the equiva- 
lent of the amounts collected under Title VIII, with interest 
thereon, shall be used for the payment of old age benefits, there 
is no requirement that this amount shall be appropriated annually 
to the old age reserve account. 

That Title VIII would not have been enacted if Congress had 
not provided for payment of old age benefits in Title II must be 
taken for granted. Title II established a policy which will in- 
volve very large expenditures. Very appropriately Congress made 
provisions for raising the necessary revenues to meet these antici- 
pated expenditures. In doing so it levied taxes upon the persons 
who were expected to be benefited under Title II and upon their 
employers. But this is all that Congress actually did. The reve- 
nues raised through the taxes in Title VIII are not appropriated 
for the purpose of Title II nor segregated in any manner. 

Before Congress acted there was much controversy over re- 
serves and sources of revenues among the persons who were assist- 
ing and advising the Committee on Economic Security in de- 
veloping the social security program. When Congress came to act 
it did not write into law any of the conflicting theories. Contrary 
to the comments of most critics Congress carefully avoided writ- 
ing into the Social Security Act either the reserve basis or a self- 
supporting plan of financing, but left future Congresses practical- 
ly unrestricted as to the method of financing the federal old age 
benefits. 

What all this comes to is that the Social Security Act has not 
established an old age insurance system, but only the closest ap- 
proach to the European old age insurance systems which anyone 
thinks is possible under the Constitution of the United States. 
No insurance policies or annuity contracts will be issued under 
Title II. This title does not legally obligate the federal govern- 
ment to pay the benefits therein stipulated for all time. There 
is no euaranty against amendment or repeal. In passing this 
legislation the country assumes a moral obligation to make good 
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the hopes which it has aroused; in a democratic country it is in- 
conceivable that this moral obligation to millions of citizens will 
not be observed, but there is no contract of any kind and there is 
no commitment as to how the plan shall be financed. 


Ill, OBJECTIONS TO THE FEDERAL OLD AGE BENEFIT PLAN 


The great majority of all articles on the federal old age benefit 
plan are very critical of its provisions.” All legislation which im- 
poses new tax burdens is likely to be unpopular in the initial 
stages. This natural effect is aggravated in this instance by the 
fact that the retirement benefits under Title II will not be paid 
to anyone until 1942. But, more than anything else, misunder- 
standing of the plan has been responsible for the flood of adverse 
criticism. Much of this criticism is based, not on the provisions 
of the Social Security Act, but on inaccurate secondary accounts. 

Of all criticisms the ones relating to the methods of financing 
which are supposed to be embodied in the Social Security Act 
have been made most of. These center around the tax rates and 
reserves, and, specifically, include the claim that the reserve con- 
templated is so large that it will become unmanageable and will 
tend to increase rather than reduce costs and also that the self- 
supporting feature will unjustly burden the younger and better 
paid employees. 

Taking up, first, the most frequently urged objection of the 
large reserve, it is to be noted that in so far as this argument has 
any basis at all it arises from a table which was included in the 
report of the Senate Finance Committee on the estimated appro- 
priations, benefit payments, and reserves under Title II.” This 

Among leading articles critical of the federal old age benefit plan are M. 
Albert Linton, “Old Age Security for Everybody,” Atlantic Monthly, CLVII 
(1936), 488-08, and “Reserve Provisions of the Federal Old Age Security Program,” 
Transactions of the Actuarial Society of America, October 3, 1935, 363-80; Winthrop 
W. Aldrich, An Appraisal of the Federal Social Security Act (New York, 1936); 
Frank P. Stockbridge, “Social Security, or De Leevee Done Bust,” Saturday Eve- 
ning Post, March 7, 1936, 10-11, 70 and March 14, 1936, 27, 37-40, 43-48; Eveline 
M. Burns, “The Financial Aspects of the Social Security Act,” American Economic 
Review, XXVI (1936), 12-22; and Abraham Epstein, Insecurity: A Challenge to 
America (New York, 1936), 718-26, 734-38, 761-71. 

2 Sen. Rept., No. 628 (74th Cong., rst sess.), p. 9. 





OLD AGE SECURITY IN THE SOCIAL SECURITY ACT 19 


table indicated that by 1950 there would be a balance in the old 
age reserve account of $14,000,000,000 and by 1980 of nearly 
$47,000,000,000. This table was prepared by the actuaries who 
assisted the committee and was based on the assumption that - 
Congress would appropriate annually to the old age reserve ac- 
count the total of the revenues collected under Title VIII less 
costs of collection. 

This assumption is one that has no warrant in any provision of 
the Social Security Act. In Title II, Congress is authorized to 
appropriate annually to this account “‘an amount sufficient as an 
annual premium to provide for the payments required under this 
title, such amount to be determined on a reserve basis in accord- 
ance with accepted actuarial principles.’”’ No possible construc- 
tion of the language used* can make this authorization equivalent 
to the amount of the taxes collected under Title VIII. Moreover, 
this is merely the appropriation which Congress is authorized to 
make—that is, the maximum which it may appropriate in any 
year. It is not required to make this maximum appropriation and 
it is almost certain that it will not do so at all times. Yet, unless 
Congress, each and every year, appropriates the estimated total 
revenues under Title VIII, the $47,000,000,000 reserve will not 
actually develop. This reserve likewise will not develop if the actu- 
aries underestimated the cost of the benefits or overestimated the 
tax collections, nor if in the course of forty-five years there are 
any important changes in either Titles II or VIII. 

On the assumption that there will be such an enormous reserve, 
it is possible to conjure up all kinds of difficulties. Forty-seven 
billion dollars is more than the total debt of the United States at 
this time, and, if it is assumed that the debt will not be further 
increased, the matter of safely investing this reserve becomes a . 

3 The most natural interpretation of this language would seem to be a level 
premium, as this term is used by insurance actuaries. This would require annual 
appropriations equal to approximately 5 per cent of pay-rolls from the very outset. 
Were Congress to make an appropriation of this amount it would have to supple- 
ment the revenues produced by the taxes under Title II by large additions from 


general tax sources until 1946, because until then the combined taxes under Title 
VIII will be less than 5 per cent. 
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difficult problem." Great fears are also expressed that this re- 
serve will be an invitation for a constant increase in benefits." 
Further, it is claimed that the reserve, even if maintained, will 
not reduce the tax burdens which must be borne in future years | 
because taxes will have to be levied to pay the interest on the! 
government securities in which the reserve will be invested. The 
conclusion drawn from these arguments is that the old age benefit 
plan should be financed on a pay-as-you-go basis or, at least, that 
the reserve be kept down to a much smaller figure, and above all 
that the tax rates now in Title VIII be reduced. 

The best answer to these arguments lies in the provisions of 
the Social Security Act. This act does not require financing on a 
reserve basis; without any change in the law Congress may 
finance old age benefits on the so-called pay-as-you-go plan. 

Which of these methods Congress ought to adopt has nothing 
to do with the soundness of the old age benefit plan, but may 
merit some comments. To answer this question a clear under- 
standing of the nature of the reserve is essential. 

The reserve arises because in the early years of the plan the 
current disbursements are small owing to the relatively small 
number of people who will be on the retirement rolls. For quite a 
few years to come the current costs could be financed without any 
increase in the present tax rates of 1 per cent on employers and 
I per cent on employees; in fact, even at these rates there would 
be an annual surplus for nearly a decade. But this is a very de- 

14 The $47,000,000,000 reserve is not expected to develop until 1980, by which 
time the debt of the United States may be much larger. Since the beginning of the 
World War the debt of the United States has increased by over $30,000,000,000 
and approximately twenty-five times, and the entry of the United States into the 
World War is only twenty years past while 1980 is forty-four years hence. 

8 This danger is minimized through the provision in the Social Security Act that 
the Secretary of the Treasury shall include a statement of the status of the old age re- 
serve account in each annual report. Since the combined taxes under Title VIII 
will until 1946 be less than the 5 per cent of pay-rolls required to meet the costs of 
the old age benefits under Title II, as determined on an actuarial basis, and Con- 
gress is almost certain not to appropriate a larger amount annually than the 
revenues produced by Title VIII, it is certain that for several decades this statement 
of the Secretary of the Treasury will indicate an excess of liabilities over assets. 
This should help to make it clear to Congress that there is no surplus which might 
be used for larger benefits. 
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ceptive surplus, as the real cost of the benefits under Title IT is 
5 per cent of the pay-rolls. As the number of people on the retire- 
ment rolls increases the current costs will mount rapidly. Before 
1970 they will exceed the tax collections under Title VIII at the 
then prevailing combined rate of 6 per cent. By 1980 they will 
amount to approximately 10 per cent on the estimated taxable 
pay-rolls of that year. Thereafter, the actuaries estimate, the 
costs will increase further only slightly, but will continue at ap- 
proximately 1o per cent of the taxable pay-rolls indefinitely. 

To pay the promised benefits to the people who will be on the 
retirement rolls in 1980 and thereafter (who are the workers now 
young and future workers), revenues equal to 10 per cent of the 
pay-rolls ‘must be raised from some source whether the old age 
benefit plan is financed on a pay-as-you-go or on a reserve basis. 
If the financing is on a pay-as-you-go basis, this entire amount 
must be raised through current taxes, either wholly on the em- 
ployers and employees of that day or, in part, from the general 
taxpayers. If a reserve of $47,000,000,000 has been accumulated, 
as the actuaries estimated on the assumption that all taxes col- 
lected under Title VIII will each year be appropriated to the re- 
serve account, the interest on this amount, equal to above 
$1,400,000,000 at the assumed rate of 3 per cent, will be available 
to reduce the revenues which have to be raised from current 
taxes to pay the old age benefits. This amount of interest is 
equivalent to 4 per cent on the estimated pay-rolls of 1980 and will 
make possible the financing of the cost of old age benefits at that 
time by Jevying only the combined 6 per cent tax on employers 
and employees which is the present maximum rate in Titie VIII, 
whereas under the pay-as-you-go plan taxes of 10 per cent would 
have to be collected to pay these benefits. 

That a reserve will reduce the taxes which must be levied when 
the maximum costs develop under the old age benefit plan would 
be obvious but for the complicating fact that the Social Security 
Act provides that this reserve is to be invested in the debt of the 
United States." Were the reserve invested in other types of 


Only a slight amendment will be required to authorize investment of the 
balances in the old age reserve account in state and other municipal securities or in 
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securities no one would doubt that the interest earned would help 
to reduce the amount which would have to be raised through 
taxes. If it is invested in the debt of the United States, however, 
taxes must be raised from general sources to pay the interest 
owed to the old age reserve account, and so, it is argued, the 
situation is exactly the same as if the reserve did not exist. 

This argument is fallacious because it loses sight of the fact 
that if the $47,000,000,000 of debt in 1980 were not owed to the 
old age reserve account, they would probably be owed to private 
parties.'? In that event the amount equal to 10 per cent on pay- 
rolls would have to be raised by current taxes to pay the cost of 
old age benefits and in addition thereto the $1,400,000,000 inter- 
est on the $47,000,000,000 of debt owed to private parties. If the 
debt is owed to the old age reserve account, 6 per cent on pay-rolls 
in current taxes plus the $1,400,000,000 interest on the debt is all 
that has to be raised through taxes for old age benefits and the 
interest on debt, a net saving to the government and the taxpayer 
of the $1,400,000,000 earned as interest on the reserve. 

The term “pay-as-you-go” as used in other connections is ap- 


plied to methods of financing in which all costs are met currently. 
As used in relation to old age insurance, however, the “pay-as- 
you-go”’ plan is the equivalent of the annual assessment method 
of some mutual fire insurance companies and benevolent societies. 
Because fire losses are fairly stable from year to year, this method 
of meeting costs has proven quite satisfactory in connection with 


any other securities that Congress may consider advisable. That such an amend- 
ment may become necessary, if Congress actually finances old age benefits on a re- 
serve basis and if the debt of the United States is reduced to the predepression 
level, was recognized by the Committee on Economic Security. For at least a 
decade, however, such a problem will not arise and no safer investments can be 
made at this time than in obligations of the United States. When a different situa- 
tion actually develops, the law can easily be amended accordingly. 

17 The argument here presented is not affected by the fact that the total debt of 
the United States in 1980 may be less than $47,000,000,000—which seems unlikely 
in view of the past history of public indebtedness in all countries. If the debt is less 
than $47,000,000,000 a part of the $47,000,000,000 reserve would have to be in- 
vested in other than United States securities, but the interest earned would be sub- 
stantially as great. Whatever the interest earnings, they would reduce the amount 
which would have to be raised through current taxes to pay the cost of old age 
benefits. 
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fire insurance, but experience has established that it is very 
dangerous in life insurance, because the disbursements are certain 
to be much less in the early years than later on. This factor is 
fully as important in old age insurance as in life insurance, as has 
been demonstrated by the experience of private employers with 
industrial pension plans. All of the early plans of this kind were 
financed on the “pay-as-you-go” basis, with the result that the 
costs became so great in less than twenty years that the plans 
had either to be abandoned or placed on a reserve basis. 

In a country as wealthy as the United States, it might be pos- 
sible to finance a national old age insurance system on a “pay- 
as-you-go” (annual assessment) basis. It is very certain, however, 
that the annual costs under such a plan would increase very 
rapidly, due to two factors: (a) the rapid increase in the number 
of old people, and (6) the fact that, on the average, men retired 
at age 65 live twelve years thereafter and women fifteen years. 
This phenomenon of rapidly increasing costs has characterized 
every retirement system ever established and will, undoubtedly, 
also occur in the national old age insurance system. 

In relation to old age insurance, “pay-as-you-go” does not 
mean meeting all of the costs, but only the current disbursements, 
which in the early years are very much less than the real costs. It 
is essentially deficit financing, in which a large part of the costs 
computed on an actuarial basis are left unprovided for, to be met 
in the future as best they may. This method of financing has the 
advantage that in the early years a very low tax rate is possible, 
both for employers and employees. Later, however, higher taxes 
must be raised from some source or promised benefits be reduced. 
Most persons who argue for a pay-as-you-go plan suggest that 
the increased taxes be raised from the general taxpayers rather 
than from employers and employees, but there is no certainty 
that this will be done. When deficits developed during the pres- 
ent period of depression under the pay-as-you-go plan of financing 
in Germany they were met, not through appropriations from gen- 
eral revenues, but through increases in the contribution rates and 
reductions in benefits. It is this factor of increased costs in future 
years and the uncertainty of how they will be met which has led all 
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foreign countries except England to finance their old age insurance 
systems on a reserve basis, at least nominally."* The pay-as-you-go 
plan is advantageous to present employers and present older 

yworkers, but is likely to prove very unfair to present younger 
workers and to future employers and employees. 

This conclusion is very different from that of critics who con- 
demn the federal old age benefit plan as unfair to the younger 
workers. This criticism is premised upon the fact that persons 
with larger total earnings get monthly retirement benefits based 
upon smaller percentages of these earnings than workers with 
smaller total earnings. 

The purpose of this sort of a benefit schedule is to make it 
possible for workers who are now middle-aged to get a sizable re- 
tirement allowance when they reach age sixty-five. Workers who 
are already past middle age will not have many years in which 
to make contributions, and compound interest on these contribu- 
tions does not add greatly to the accumulations until after a lapse 
of years. The group of workers to whom retirement benefits will 
first become payable are persons who in 1937 are sixty years of 
age. These workers will be subject to the taxes under Title VIII 
for only five years. In these five years their total taxes, plus those 
paid by their employers, will produce an accumulation which at 
age sixty-five would purchase an annuity of less than $1.00 per 
month. Actually, they will get a retirement benefit of $10 per 
month as a minimum and, probably, $15 to $18 per month on the 
average. Similarly, all other middle-aged persons will get bene- 
fits which are in part “unearned,” in the sense that the total taxes 
paid by them and their employers under Title VIII, with interest, 
will not be sufficient to pay the costs of the benefits they will get 
under Title II. 

The critics of the federal act say that these unearned benefits 
are paid by the younger workers and the higher paid employees. 
Actually, however, all or nearly all younger workers brought 
under the old age benefit plan at the outset not only pay nothing 


*8 The revision of the German old age insurance system in 1934 contemplates 
ultimate financing on a full reserve basis, but this basis will be reached only through 
gradual increases in contribution rates. 
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toward the cost of the unearned part of the benefits paid to older 
workers, but will themselves receive some unearned benefits. 
This results from the fact, already noted, that the old age benefit 
schedule is based on 5 per cent contributions throughout an 
industrial lifetime. The combined taxes under Title VIII upon 
employers and employees will not total 5 per cent until the year 
1946. Not all workers who become liable to taxes under Title 
VIII before 1946 will get larger retirement benefits under Title II 
than could be purchased from the combined taxes paid by them 
and their employers, but this will be true of a majority of these 
workers and, with the exception of workers with earnings of close 
to the maximum of $250 per month throughout their industrial 
lives, will be true of all workers who will be subject to the taxes 
under Title VIII from the outset. 

Workers who enter industry in 1949 or thereafter will pay taxes 
under Title VIII of 3 per cent throughout the entire period of 
their industrial lives and their employers will pay an equal 
amount. This combined tax-rate of 6 per cent is in excess of the 
amount required to pay the cost of the benefits under Title II. 
The taxes paid by the employees themselves, however, will in the 
average case be much less than sufficient to pay these benefits. 
For the employee earning average wages the benefits are such as 
can be paid for by 5 per cent contributions, while even these 
workers who enter industry in 1949 and thereafter will be paying 
taxes of only 3 per cent. For employees who have higher than 
averag> wages the advantages are less, but in all cases even work- 
ers who enter industry in 1949 or thereafter will get larger retire- 
ment benefits at age sixty-five than could be purchased from their 
own tax payments. 

The same situation exists as to highly paid employees. Highly 
paid employees brought under the benefit plan at the outset will 
pay a larger part of the costs of their old age benefits than do the 
lower paid employees, but all of them and also highly paid em- 
ployees brought under the plan in future years can look forward 
to larger retirement allowances than coulc! be purchased from the 
taxes they pay, including interest. 

Some critics, varying the argument, contend that the injustice 
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to younger workers and higher paid workers results because in 
the last analysis the employers’ taxes will be taken out of the 
workers. This argument involves complex questions of the ulti- 
mate incidence of taxes imposed upon employers in proportion to 
their pay-rolls. This is a highly speculative and theoretical matter 
upon which real information is completely lacking. Very prob- 
ably the ultimate incidence of taxes of this kind will vary in differ- 
ent situations and for different commodities. The courts have 
always refused to take cognizance of the possible shifting of taxes, 
and this seems to be the soundest rule in the development of gov- 
ernmental policies where the ultimate incidence of the taxes is 
obscure or debatable, as is the situation with reference to taxes 
upon employers under Title VIII of the Social Security Act. 
Further, it must not be lost sight of that, even if it is assumed 
that the entire taxes upon the employers will be shifted to the 
workers, the total combined taxes in the first nine years will be 
less than the cost of the benefits, computed on an actuarial basis. 

Many of the critics who contend that the taxes upon the em- 
ployers will be shifted to the workers at the same time claim that 
these taxes will prove ruinous to industry. It is natural that em- 
ployers should be worried about the new taxes under Title VIII. 
All taxes are burdensome and this is especially true of new taxes. 
Many of the statements made regarding the tax burdens imposed 
upon industry, however, are false or misleading. Critics who at- 
tack the Social Security Act on this ground generally total the 
estimated taxes in the next fifteen, twenty-five, or even forty-five 
years, or, a little less unfairly, talk about the taxes which will be- 
come payable when the maximum rates take effect.’ If a suf- 
ficiently long period of time is taken into consideration the ex- 
penditures for any purpose can be made to look enormous; but as 


#9 Even more misleading statements were made during the debate on the Social 
Security Act in the United States Senate. Large wall maps were displayed which 
totaled the estimated tax levies, benefit payments, and reserves in the next forty- 
five years as the costs of the federal old age benefit plan. These figures were widely 
distributed among employers to arouse opposition to the Social Security Act and 
are still used in some articles attacking this legislation. By adding all these items 
together the gross cost is doubled, and no allowance is made for offsetting reductions 
in other governmental costs. 
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it is only present costs which are a real burden, such figures are 
practically meaningless. What taxes will amount to in 1949 is 
of some importance, but it is very misleading to talk about these 
estimated future taxes, as if they represented an immediate 
burden. 

The tax rate upon employers under Title VIII in the three 
years 1937, 1938, and 1939 is 1 per cent of their pay-rolls. The 
Senate Finance Committee estimated that this tax would produce 
between $275,000,000 and $300,000,000 in each of these three 
years, and the tax on employees an equal amount. This is a large 
total, but very different from the figures bandied about by the 
opponents of the Social Security Act. These total taxes will in- 
crease as rates and the volume of employment increase, but even 
in 1950, and allowing for a very considerable increase in the total 
pay-rolls, the tax upon employers is estimated to produce less than 
$950,000,000. Taxes of this amount are nearly fifteen years off, 
and even so are only a little more than twenty per cent of the 
total present federal taxes. 

That employers should contribute something to the costs of re- 
tirement allowances for their employees is generally conceded. 
Such contributions are quite similar to the amounts which em- 
ployers include in their costs to cover depreciation of machinery 
and equipment. A charge for the depreciation of the labor ele- 
ment in production is just as proper as is a charge for deprecia- 
tion of capital. A retirement system under which employers can 
humanely replace old workers with younger men is of great value 
to them. The exact proportion of the costs of such a retirement 
system which should be borne by the employers is a matter of 
opinion. The federal old age benefit plan, under which employers 
pay as much as the employees, but in which the tax rates in the 
early years are kept at a figure below the true actuarial costs of 
the benefits, seems eminently fair and reasonable. 

This brings us to the question whether the federal government 
should pay part of the costs of old age benefits from general tax 
sources. This is a policy strongly adve-ated by many of the 
critics of the Social Security Act, but is at present a purely aca- 
demic question. No one proposes that the government should be- 
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gin to make contributions from general tax sources at this time. 
Not until 1965 or thereabouts will there be any need of govern- 
ment contributions, as the receipts from the taxes under Title 
VIII will until then exceed the current disbursements under Title 
II. Nor is there any way in which it could now be determined, as 
a matter of law, how the anticipated deficit in 1965 shall be 
financed when it arises. In the budget procedure which prevails 
in this country no appropriation could now be made to take effect 
in 1965 and an income or other tax levy to begin at that time 
would be ridiculous.” 

Whether there should be contributions ultimately from general 
tax revenues toward the cost of old age benefits is debatable. In 
opposition to such contributions it is to be pointed out that the 
entire costs of old age assistance—the first part of the present 
program for old age security—fall upon the general taxpayers. To 
make them pay a part also of the costs of the second part of the 
program—the federal old age benefits—may well be argued to 
be burdening them excessively. Nearly half of all persons gain- 
fully employed are excluded from benefits under Title II, but 
they would have to pay a large part of the costs if there are con- 
tributions from general tax sources. On the other hand, many 
good arguments can be made for ultimate government contribu- 
tions. 

The entire issue, at this time, is very remote. If all actuarial 
calculations are correct and if neither Title II nor Title VIII are 
ever altered, no contributions from general tax revenues will be 
necessary to finance the benefits under Title II provided that 
Congress will actually appropriate to the old age reserve account 
an amount equal to all of the taxes collected under Title VIII. 
Congress, however, is not required to make such an appropriation 


2°. Most critics of the federal old age benefit plan assume that the original bill 
included provisions for government contributions in 1965 and thereafter. This, 
however, was not the case, no provisions whatsoever being made for meeting the 
anticipated deficit at that time. In the report of the staff on old age security to the 
Committee on Economic Security it was suggested that this deficit be met from 
general tax revenues, but there was, of course, no way in which this recommendation 
could be written into law. What the original bill did was to impose taxes at rates 
which rendered a growing deficit probable from 1965 on, leaving to the decision of 
the people in control of public affairs at that time how this deficit might be met. 
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and if past history is any guide Congress will not make the maxi- 
mum authorized appropriation in all years. The actuarial calcu- 
lations involve assumptions as to the number of employees, their 
distribution by sex and ages, the volume of unemployment, and 
the wage rates which will prevail in years far ahead in the future. 
The actuaries frankly admit that if their estimates are no more 
than 25 per cent off they will have proved unusually accurate. 
Highly probable also are changes in Titles II and VIII if past ex- 
perience with other legislation of comparable importance is any 
criterion. What all this means is that it cannot now be definitely 
stated whether the federal old age benefit plan will or will not 
require contributions from general tax sources in future years. 
No one believes that such contributions should be made at this 
time and the people now in control of governmental affairs cannot 
determine what future legislators should do in this matter. 

In the final analysis all of the arguments relating to tax bur- 
dens, sources of revenue, and reserves resolve themselves into the 
question whether the tax rates in Title VIII are too high: Very 
probably there would be less opposition if these rates were re- 


duced,” but any tax reductions are at least premature. In the de- 
velopment of the old age security program I originally advocated 
pay-as-you-go financing and later concurred in the deficit financ- 
ing plan incorporated in the original bill. That plan, however, 
could not be enacted into law and it became necessary to increase 
the tax rates” in Title VIII to lessen the chances of a large, un- 


* This is by no means certain, as the opponents of this legislation could then be 
expected to argue that the anticipated, unprovided-for deficit would render it doubt- 
ful whether the promised benefits would ever be paid. This argument was actually 
made before the Congressional committees before the amendment increasing the 
tax rates was suggested by the Committee on Economic Security. 

In the original bill the initial tax rates were o.5 per cent on employers and 
employees and the maximum rate of 2.5 per cent on employers and on employees 
was not to be levied until 19<6. As the benefits were geared to a 5 per cent contribu- 
tion rate, this meant that «uot only all persons, young and old, brought under the 
old age bere&: pian at the outset, but substantially all future workers who would 
attain retirement age before the year 2000, would have received partially unearned 
benefits. This plan of financing, on the actuaries’ estimates, involved deficits be- 
ginning in 1965 and amounting to $1,100,000,000 in 1980 and annually there- 
after. 

This prospective large deficit was objected to by the President and by many 
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provided-for deficit at the time when workers now young will be 
old. I now believe that this change was sound, as I have come to 
prefer, in the early years of the federal old age benefit plan, tax 
rates higher than necessary to meet the current disbursements 
because the lowest possible rates leave it uncertain whether the 
younger workers of the present day will ever get the benefits they 
have a right to expect. The taxes which will be collected under 
Title VIII will not be anywhere near sufficient in the early years 
to pay the true costs of the benefits to which the workers brought 
under Title II will become entitled. Further to reduce the tax 
rates will increase the deficits which have to be met later on and 
will create a great hazard that promised benefits to present 
younger workers will be reduced when they are old. In 1946, 
when the combined tax rates become sufficient to cover the cost 
of the benefits of the workers then entering employment, there 
may be justification for stopping the further increase in rates con- 
templated in the present law. Until then, however, the tax rates 
certainly cannot be claimed to be too high and no large reserve 
will be created even if Congress should annually appropriate to 
the old age reserve account the maximum authorized amount. 
People who criticize the anticipated large reserve in the old age 
benefit plan generally also argue that the benefits are inadequate. 
It apparently has never occurred to them that one sure way of 
avoiding the difficulties of a large reserve is to increase the benefits 
payable in the early years of the system. The benefits to people 
now middle-aged will not be sufficient for support in old age un- 
less they have income from other sources or receive old age assist- 
ance in addition. These are arguments both for and against in- 
creasing the benefits in the early years, and I for one would not 
object to such an increase. If the fears of an unmanageably large 
reserve are genuine, it is vastly preferable to increase the benefits 


members of Congress. To save the contributory old age insurance plan, the Com- 
mittee on Economic Security then proposed the increased tax rates which were in- 
cluded in Title VIII as finally enacted. This amendment was presented by Secretary 
of the Treasury Morgenthau and for this reason has been called the “Morgenthau 
Amendment.” It was, however, not a proposal of Secretary Morgenthau alone, but 
was agreed to by all members of the Committee on Economic Security and was 
accepted by both Congressional committees without a dissenting vote. 
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payable to people past middle age when the plan comes into 
effect to reducing the initial tax rates, which are not sufficient as 
they stand to meet the true costs of the plan. 

The criticisms of the federal old age benefit plan thus far noted 
which center around the tax rates are by no means the only ob- 
jections urged by opponents. Limitations of space prevent con- 
sideration of many of the other objections, but some of them 
merit brief treatment. 

Of these the limited coverage of the old age benefit plan is 
made most of by the largest group of leftish critics, the Town-— 
sendites. Their argument is that the Social Security Act is dis- 
criminatory because nearly half of the gainfully occupied persons 
are excluded from coverage, plus housewives and other people 
who are not classified in the census as gainfully occupied. 

Theoretically it would be desirable to include the entire adult 
population in the old age benefit plan, as Sweden and three Swiss 
cantons are doing. The original bill had a much more inclusive 
coverage, excluding only self-employed persons and the employees 
of the federal, state, and locai governments,”’ but Congress saw fit 
to adopt amendments greatly extending the exclusions. 

Practically there is much to be said for the more limited cover- 
age adopted by Congress. Even so, the federal old age benefit 
plan will at the very outset include a larger number of persons 
than are included in the compulsory old age insurance systems of 
any other country. The excluded classes, moreover, are those 
which world-experience has shown are most difficult to bring un- 
der a compulsory old age insurance system. In view of these facts 
the more restricted coverage is, perhaps, justifiable.*4* In any 


3 The state and local governments could not be included because the federal 
government cannot tax the states and their political subdivisions. Federal em- 
ployees were excluded because most of them already have old age protection through 
the United States Employees Retirement Act, with higher contribution rates and 
larger benefits than the federal old age benefit plan. 


*4 Some of the exclusions are indefensible. This is true, particularly, of the exemp- 
tion of educational, charitable, and religious organizations, which was adopted on 
the plea that most of their professional workers already have old age protection; 
but none of the church and educational pension funds include the large number of 
lay (non-professional) workers who most need protection. 
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event extension of coverage can be brought about by amend- 
ments later on if the plan proves popular and successful. 

In the meantime such discrimination as exists is very different 
from that claimed by the Townsendites. The excluded groups will 
not get any benefits under Title II, but are also exempt from the 
taxes under Title VIII. They, moreover, are not denied all old 
age protection, but on the contrary will be eligible to old age 
assistance on the same basis as persons who receive benefits under 
Title II. In fact, they will have the advantage, as but few persons 
receiving old age benefits will be able to qualify for old age assist- 
ance, although, as seneral taxpayers, the latter group will have to 
pay a large part of the costs of the assistance grants. 

A related criticism is that the benefits which will be paid to 
the persons who will be retired in the early years of the federal 
old age benefit plan will be less than the amounts which other per- 
sons will get as old age assistance without being required to con- 
tribute anything toward the costs. This criticism is based on the 
popular misinterpretation of the old age assistance laws as fixing 
the amount of the assistance at $30 per month (or some other 
specified figure), whereas in all laws this is only the maximum 
assistance which may be allowed. The average grants throughout 
the country in August, 1936, were only a little more than $18 per 
month. This is approximately the same amount as the probable 
average of the retirement benefits to the persons who will first 
become eligible for these benefits in 1942. Moreover, it needs to 
be borne in mind that persons who receive old age benefits will 
not be barred from old age assistance if the benefits are too 
small for their needs. It is anticipated that in the early years 
of the federal old age benefit pian there will be a consider- 
able number who will simultaneously receive old age benefits and 
old age assistance. With the lapse of time, as the benefits in- 
crease, this will become rare, but in the early years it is unavoid- 
able, unless it is deemed preferable to pay much larger unearned 
annuities to many persons who do not need them. 

A different line of attack upon the federal old age benefit plan 
is represented by the Clark amendment and the Jackson plan* for 


*s This plan was embodied in bill S. 2828 (74th Cong., rst sess.) and was also 
offered as a substitute for Titles II and VIII of the Social Security Act, while this 
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social security. Both of these received consideration when the 
Social Security Act was before Congress and the former came very 
close to adoption. Both are premised upon the thesis that indus- 
trial pension plans offer a much better solution of the old age se- 
curity problem than does the federal old age benefit plan. The 
Clark amendment, accordingly, proposed to exclude employees 
who are covered by industrial pension systems from the federal 
old age benefit plan, while the Jackson plan proposes to substitute 
for the federal plan the requirement that all large employers must 
establish industrial pension systems. 

The major argument made for these proposals is that the Social 
Security Act will compel employers to abandon all industrial pen- 
sion plans and thereby deprive their employees of more liberal re- 
tirement benefits than they will get under the federal plan.* This 
contention is now much less strong than it was while the Social 
Security Act was being debated because it has since been demon- 
strated that employers with industrial pension plans can convert 
them into plans supplemental to the federal plan without addi- 
tional cost to the employers or loss of any part of the promised 
benefits to the included employees. A considerable number of 
employers with industrial pension plans have already so altered 
their plans and the insurance company which has the largest 
number of group annuity (industrial pension plan) contracts has 
developed a standard form of contract for this form of coverage. 
Far from destroying the industrial pension systems, the Social 
Security Act has thus far operated to give a great stimulus to the 
establishment of new industrial pension plans. At no time has the 


measure was under consideration on the Senate floor (Congressional Record, 4.XXIX, 
9642-46). Its principal advocate is Mr. Henry E. Jackson, President of the Social 
Engineering Institute, New York City. 


*% The best presentations of the arguments in support of these proposals, par- 
ticularly the Clark amendment, are the speeches made during the debate on the 
Social Security Act by Senators Clark and George (Congressional Record, LX XIX, 
9510-27, 9541-43, 9628-29). Good statements of the case against these proposals 
are two articles by M. B. Folsom, “(Company Annuity Plans and Federal Old Age 
Insurance,” Law and Contemporary Problems, III (1936), 231-35, and “Company 
Annuity Plans and the Federal Old Age Benefit Plan,” Harvard Business Review, 
XIV (1936), 414-34; and Paul H. Douglas, Social Security in the United States 
(New York, 1936), 271-91. 
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volume of new business done by insurance companies in this field 
been as great as during this period. 

Industrial pension plans cannot be regarded as a substitute for 
the federal old age benefit plan. Less than five million workers 
are now included in such plans and, while some further growth 
may be expected, there is no prospect that industrial pension 
plans will ever embrace a majority of all workers unless their 
establishment is made compulsory. Compulsory legislation can- 
not conceivably be applied to small employers and would carry 
with it a degree of governmental regulation which most employers 
would regard as worse than the federal old age benefit plan. Most 
serious of all is the fact that only a small percentage of all workers 
included in the industrial plans can look forward to ever re- 
ceiving retirement allowances. Only employees who remain 
with the firm until they reach retirement age get any benefits 
under industrial pension plans. This means that the great major- 
ity of employees included in these plans really have no old age 
protection although the retirement benefits of the small number 
who stay on until they reach retirement age may be more liberal 
than those of the federal plan. On a basis supplemental to the 
federal old age benefit plan there is some value in industrial pen- 
sion systems, but they cannot possibly be considered an adequate 
substitute for the federal plan. 

Most of the objections to the federal old age benefit plan con- 
sidered up to this point are based upon misinterpretations of the 
provisions of the existing law or are merely arguments advanced 
by opponents of the entire legislation who could not be satisfied in 
any event. None of them present any matters requiring immedi- 
ate changes although some are not entirely devoid of merit and 
may justify amendments at a later date. 

The two matters which are of immediate importance are con- 
stitutionality and administration; and these are also the two 
most vulnerable points in the entire plan. 

The objection of unconstitutionality is one to which it is not 
possible to give a dogmatic answer.’ No similar plan has ever 


#7 Among many articles in legal periodicals discussing the constitutionality of the 
federal old age benefit plan, the pro and con treatments of the subject by Harry 
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been before the courts and there are no precedents directly in 
point. Whether the old age benefit plan is constitutional, conse- 
quently, is at this time a matter of forecasting how the Supreme 
Court will look upon this legislation. 

The question would seem to turn largely upon whether Titles 
II and VIII are severable. To the contrary can be cited the fact 
that, with but few exceptions, the people who get benefits under 
Title II are the same people who have to pay taxes under Title 
VIII. The benefits, while not based upon the taxes paid, are de- 
pendent upon the earnings subsequent to December 31, 1936, 
which are also the basis for computing the taxes. In support of 
the contention that the titles are severable it is clear that each of 
these titles can be amended or repealed independently of the 
other. The proceeds of the taxes in Title VIII are not set aside for 
the payment of the benefits under Title II nor is Congress re- 
quired to appropriate the amount produced by these taxes to the 
purposes of Title II. The taxes in Title VIII were, indeed, levied 
because the federal government launched the old age benefit 
plan. But it is certainly aot unconstitutional to make provisions 
for raising revenues to meet expenditures. Nor is there anything 
unconstitutional in placing new taxes upon those who will be pe- 
culiarly benefited by the new expenditures. The former is merely 
sound budget procedure and the latter a recognized principle of 
taxation. 

Which of these lines of argument will prevail will probably de- 
pend, to a considerable extent, on the social viewpoint of the 
Supreme Court justices. Should a majority of the Court hold the 
federal old age benefit plan to be unconstitutional, the decision 
would probably destroy both Titles II and VIII although the 
former might stand while the latter was invalidated. 

Such a decision would not necessarily mean the end of all at- 
tempts to establish a compulsory old age insurance system or its 
Shulman and Charles Denby, Jr., in Law and Contemporary Problems (III [1936], 
298-331) merit special mention. Favorable to the law, but fairly stating the issues 
involved, are two articles by Barbara N. Armstrong, “The Federal Social Security 
Act,” American Bar ‘Association Journal, XXI (1935), 786-89, 792-97, and “The 
Federal Social Security Act in Its Constitutional Aspects,” California Law Review, 
XXIV (1936), 247-74. 
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equivalent in this country. The first workmen’s compensation 
act passed in the United States was held unconstitutional and so 
was the first employers’ liability law. Many decisions of the 
courts holding laws unconstitutional have merely operated to 
bring about some changes in the legislation to render it constitu- 
tional. Further, there is always the possibility of constitutional 
amendment, the amending clause being as much a part of the 
Constitution as any other. But no one can be certain that the 
damage done through an adverse decision could ever be repaired, 
and, in the most favorable circumstances, it would involve years 
of delay in getting a compulsory, contributory old age insurance 
system started in this country. 

Equally immediate and important is the matter of administra- 
tion. This presents many difficulties primarily because the num- 
bers involved are so very large. At the very outset the federal 
old age benefit plan will directly affect several million employers 
and twenty-six million employees; and the number of the prospec- 
tive beneficiaries will increase rapidly. Under Title II the bene- 
fits payable to each of these prospective beneficiaries (or their 
estates) depend upon their earnings subsequent to December 31, 
1936. For some months it would have been possible to ascertain 
these earnings at the time of retirement or death, but ere long it 
would become absolutely necessary to get the record of earnings 
approximately currently. The Social Security Board, consequent- 
ly, decided to institute at the very outset a system of permanent 
registration of all workers, involving the assignment of account 
numbers to all workers, many millions of such accounts, and en- 
tries in all active accounts quarterly, or, at least, annually. Plus 
these there will ultimately be hundreds of thousands of claims to 
decide each year and millions of checks to send out each month. 
Assuredly this will become one of the largest of governmental 
business enterprises, requiring a large staff of employees.” 

The administrative difficulties would be materially lessened if 
we had a flat-rate benefit system like that of England. This 
would eliminate the necessity of keeping track of individual earn- 


** In Germany there are nearly 10,000 employees in the compulsory old age and 
invalidity insurance system. 
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ings which is at least half of the total problem. But flat benefits, 
without regard to earnings, do not appeal to many Americans 
who are accustomed to wide differentials between urban and rural 
areas and in different parts of the country, and between occupa- 
tions and races. This means that it is probably impossible to 
establish in this country as simple an old age insurance system as 
prevails in England. 

Difficult as is the administrative problem in this sort of an old 
age benefit plan, it should not prove insurmountable. Twenty- 
eight countries of the world other than the United States are now 
successfully administering compulsory old age insurance systems. 
In all these countries other than England benefits are related to 
earnings, and the same problems have had to be met which this 
country faces in keeping track currently of earnings. The admin- 
istrative difficulties in this respect, in fact, are much greater in 
most of these countries than they are likely to prove in the United 
States, due to the fact that these foreign plans have introduced 
the further complicating element of wage classes. While, initially, 
there will be difficulties galore, it should be possible in course of 
time to develop an administration in this country which will work 
as smoothly and efficiently as do the old age insurance systems of 
nearly all other major countries. An excellent beginning has 
been made in carrying through the permanent registration of all 
workers, which has been all but completed with surprisingly 
little friction. 


IV. ALTERNATIVES TO FEDERAL OLD AGE BENEFITS 


Before passing judgment upon the federal old age benefit plan 
consideration should be given to the possible alternatives. It is 
conceded by nearly everyone that the United States can no longer 
avoid doing something about old age security. Many persons, 
however, believe that old age assistance is all that the government 
should attempt to do in the matter of old age security. They are 
of the opinion that this is the cheapest way of meeting the prob- 
lem and the one which invelves the least difficulty. 

Those who hold this view are very apt to underestimate the 
costs of old age assistance in future years. It is natural to assume 


ad 
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that present costs will not greatly increase, but such an assump- 
tion ignores the practical certainty of a large increase in the num- 
ber of old people,”® a probably even greater increase in the rate of 
dependency, and the tendency for a larger percentage of the old 
persons to get on the pension rolls which has been manifested in 
every country which has a non-contributory old age pension sys- 
tem. The actuarial consultants of the Committee on Economic 
Security estimated that within five years old age assistance in this 
country would cost the federal, state, and local governments 
$800,000,000. By 1960 this cost (assuming that old age assistance 
is the only measure for old age security) was estimated at 
$2,000,000,000 and at later dates at even higher totals. 

The federal old age benefit plan will not eliminate the necessity 
for old age assistance, as nearly half of the population will not be 
included in the old age benefit plan at the outset and for some 
years the benefits will be so small that in a considerable number 
of cases they will have to be supplemented by old age assistance. 
In the course of time, however, the old age benefit plan will mate- 
rially reduce the need for old age assistance, and there is at least 
a possibility that the total cost to the general taxpayers for old age 
security will after a decade or thereabouts actually decrease de- 
spite the increasing number of old persons. 

The principal reason why a program for old age security offer- 
ing nothing more than old age assistance will not do, however, is 
not that it would mean greater costs to the general taxpayers than 
the Social Security Act, but that the American people will not be 
satisfied with such a program. Old age assistance is urgently 
needed for persons who are old and are dependent upon the public 
for support. It is the best way now known for taking care of aged 


#9 The statistical and actuarial staff of the Committee on Economic Security 
estimated that the present number of persons who are 65 and over, of not quite 
7,500,000, will be increased to 10,863,000 in 1950; to 15,066,000 in 1970; to 17, 001,- 
000 in 1980; and to 19,338,000 in the year 2000. The persons who are 65 and over 
now constitute approximately 6 per cent of the entire population; in 1970 they 
will be above 10 per cent of the population; in 2000 they will be 12.7 per cent. 
These estimates are based on the age distribution of the present population and the 
present life expectancy. They are much more conservative than the estimates of 
most population statisticians. 
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dependents. Beyond question, however, it is unsatisfactory in 
many respects. To the beneficiaries it means a distasteful inquiry 
into their mode of living, their property and income, and the pos- 
sibilities of securing support from children and other relatives. | 
More important still is the fact that many persons who are barred 
from receiving assistance will believe themselves the victims of 
unjust discrimination. As a general rule the persons who will re- 
ceive old age assistance are less thrifty and less industrious than 
those who cannot qualify for assistance. Many persons who pay 
taxes all their lives so that other persons may have old age assist- 
ance will themselves be unable to get assistance when they are old. 
Another factor not to be overlooked is the fact that military pen- 
sions have led the American people to look upon old age pensions 
as a right and a reward for good citizenship. This same idea has 
been strongly inculcated by the Townsend movement which, 
moreover, has given millions of Americans the false notion that 
large pensions can be paid to every old person without costing the 
taxpayer anything. 

The democratic traditions of this country, plus the Puritan 
heritage which places such a high value upon individual initiative 
and thrift, dooms a program for old age security which offers no 
more than assistance on a needs basis to persons who are dependent 
upon the public for support. If such a policy is attempted it is 
almost certain that ere long the old age assistance laws will be 
modified to become free pensions to all persons who reach speci- 
fied ages, barring, perhaps, the very small number who have large 
independent incomes. 

The American feeling with regard to pensions has been one of 
the major factors accounting for the remarkable spread of popu- 
larity of the Townsend plan. This movement may now be some- 
what receding, but the American people are by no means con- 
vinced that a free pension of a flat amount to everybody who 
reaches a specified age is not the best solution of the old age se- 
curity problem. Two hundred dollars per month is regarded even 
by many Townsendites to be an absurd figure, but many millions 
—perhaps a majority of all voters—believe that pensions of $30, 
$50, or $60 per month to everybody who is past sixty or sixty-five 
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are entirely feasible. Most Americans will not be satisfied with a 
program for old age security which merely gives them assistance 
on a needs basis if they are dependent upon the public for support 
in their old age. They want protection which comes to them asa 
matter of right, not by reason of need. This means that the real 
alternative to the contributory old age benefit plan is not old age 
assistance but a system of free pensions to everybody who reaches 
a specified age of a flat amount regardless of need-—a modified 
Townsend plan.*® This alternative may include the additional 
feature that the income from other sources shall be deducted from 
the specified flat pension but this will not alter its fundamental 
nature. 

Any such plan would involve stupendous costs. A pension of 
$30 per month to everybody over sixty will cost nearly four billion 
dollars per year at the outset. This is close to half of the combined 
federal, state, and local taxes now collected for all purposes. With 
the increasing number of old persons these costs will mount rapid- 
ly. By 1950 they will be 50 per cent greater than now; by 1970 
double the present figure. Nor will the modification that income 
from other sources is to be deducted from the specified flat pension 


save the situation since but relatively few old people have any 
considerable income. It is only when children are held for the 
support of their parents that there is any large savings in costs, 
but this feature would make the alternative very much like the 
present old age assistance laws and is entirely unacceptable to the 
critics of the Social Security Act. 

Anyone who has a realistic understanding of American politics 


3° A system of this kind can be established with only slight changes in the exist- 
ing old age assistance laws. The most important change is one which would merely 
strike out the provision that the specified pension (assistance) shall be the maxi- 
mum grant or which would fix this amount as the minimum grant (e.g., instead of 
providing that the pension shall not exceed $30 per month, the law would then 
read that the pension shall be $30 per month or a minimum of $30 per month). 
Such a development has already occurred in California, in which a 1936 amendment 
has fixed the pension grants at a minimum of $35 per month, less income from other 
sources. It is reflected also in the order issued by Governor Johnson of Colorado 
in the summer of 1936 that the old age pension grants shall be $30 per month in all 
cases and in the initiated measure adopted by the voters of this state in the No- 
vember election increasing the pension grants to $45 per month and reducing the 
minimum age to sixty years. 
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also will appreciate that under a system of universal free pensions 
there will be a constant tendency to increase the pensions and to 
lower the minimum age. The number of beneficiaries will be so 
much greater than that of the vefterans that they will be able to 
exert much stronger political pressure and everybody knows that 
the veterans have been able to get pretty much everything that 
they wanted. No matter how high the age and how low the pen- 
sions at the outset, it can be taken for granted that ere long the 
minimum age will be reduced and the pensions increased; and 
this is apt to be repeated many times. 

What this means is that free pensions of a flat amount for all 
people who have reached a specified age, even if reduced by their 
income from other sources, are a financial impossibility. No coun- 
try has ever tried this experiment. The United States, of all coun- 
tries, would seem to be the one in which it would be most likely to 
prove unmanageable. Despite the confusing hocus-pocus of the 
revolving transaction tax of the Townsend plan, it is very certain 
that universal free pensions must be paid for by the taxpayers, 
and the tax burden will soon become unbearable. 

The impossible costs are by no means the only objection to 
universal free pensions. Pensions of a flat amount, if no more 
than adequate for the majority of the old people, are grossly in- 
adequate for many who need special care or who have others who 
are dependent upon them. Old age pensions can be given to per- 
sons who do not need them only at the cost of less than adequate 
assistance to persons who really need help. Even more serious is 
the danger that the promised pensions may not be paid. Anything 
that is given as a gratuity may subsequently be withdrawn. Mil- 
lions of beneficiaries will make withdrawal difficult, but when the 
costs become unbearable the persons who are paying the bill may 
be expected to revolt. Free pensions may seem very desirable to 
the mass of the workers, particularly those past middle age, but 
the fly in the ointment is that a larger number of young people 
must pay most of the costs and there can be no certainty how long 
they will be willing to do so. Old age insurance is a much safer ~ 
proposition. Because it is contributory the costs can be financed 
without excessive tax burdens. The contributory feature also will 
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operate to render unreasonable increases in costs very unlikely, 
particularly if the principle is established that the entire costs 
shall be met through equal contributions of employers and em- 
ployees. While the federal old age benefit system is not contrac- 
tual, its continuance is a moral obligation which no government is 
likely to regard lightly. If found to be constitutional it will ac- 
complish all of the purposes of European old age insurance 
systems. 
V. NEXT STEPS IN OLD AGE SECURITY 


The present old age security program of the United States is far 
from perfect. It has many shortcomings and doubtless will have 
to be changed in many respects in the future. Social security leg- 
islation everywhere has undergone many changes and the United 
States is not likely to prove an exception in this respect. 

The old age assistance laws are not as liberal as they ought to 
be and their administration in many states is still less liberal. It 
is my belief that the $15 per month limitation of the maximum 
aid which the federal government will pay in any case should be 
stricken from the federal act and so should the restriction that aid 
will be paid only for assistance to persons who are at least sixty- 
five years of age. To make the old age assistance laws operate as 
they should it may also be necessary to create a free fund from 
which the federal government can pay more than 50 per cent of 
the costs of old age assistance to the very poor states or those 
which are temporarily in great distress due to some extraordinary 
emergency. Provisions probably should also be made for old age 
assistance at federal expense to persons who cannot satisfy the 
residence requirements in any state but who have long been citi- 
zens of the United States.* 

3! No state now has a more liberal minimum residence requirement than the five 
years within the last nine years preceding application for old age assistance which 
Title I of the Social Security Act specifies as the maximum that any state may de- 
mand. All available information indicates that this is a less serious restriction than 
would at first appear, as most persons in the less-well-to-do strata of society do not 
shift about very much as they approach old age. A study in six urban communities 
made by the statistical division of the Federal Emergency Relief Administration 


for the Committee on Economic Security in the fall of 1934 of the length of resi- 
dence in the state of persons over sixty-five years of age who were on relief dis- 
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In the state laws there are still many illiberal provisions. Many 
of the restrictions create injustices and are very much resented, 
particularly the requirement that dependent old persons must 
convey their property to the state (or county) to be eligible for 
assistance.” Limitations of the maximum amount of old age 
assistance, to be found in most of the state laws, are illogical and 
should be replaced by the more flexible standard of assistance in 
an amount sufficient for “a reasonable subsistence compatible 
with decency and health” which has for years been successfully 
applied in Massachusetts and New York. Above all, the admin- 
istration of the state old age assistance laws needs to be improved. 

The federal old age benefit plan is one which in course of time 
should be extended in coverage. Thought should be given also to 
the simplification of the benefit provisions and their liberalization 
in the early years of the plan. Old age insurance systems every- 
where have been modified in numerous respects as experience has 
demonstrated the necessity for changes. Beyond question the 
federal old age benefit plan will in the course of time have to be 
similarly modified. 

In the immediate future, however, it is far more important to 
get the old age security program into full operation than to per- 
fect it in details. The constitutionality of the federal old age 
benefit plan is still undetermined; difficult problems of admin- 
istration remain to be solved; the great mass of the people as 


closed that less than 1 per cent of such old persons in Boston, Dallas, Rockford, 
Salt Lake City, and Newark had been in the state of residence less than one year. 
In Los Angeles, however, this percentage rose to 7 per cent. This suggests that the 
problem of aged transients is of some importance in states like California and 
Florida, to which migrants have been flocking, but for the country as a whole is 
quite minor. 

# This requirement is intended to prevent fraudulent concealment of assets and 
the possibility that old persons may get old age assistance when they have ample 
property to support them. The same purpose can be accomplished, with much less 
friction, through a provision giving the state (or county) a lien upon all property 
owned by any recipient of old age assistance for the amount thereof, with the further 
provision that such lien may not be enforced during the lifetime of the beneficiary 
or his spouse, except against property whose ownership was not disclosed in the 
application for assistance. 
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yet have only the vaguest ideas about the entire program and are 
not at all certain that universal free pensions are not preferable. 

A better understanding of the old age problem and the alterna- 
tive methods open to this country for dealing with this problem 
is the really vital need at this time. If the American people can 
get to understand the problem, no fears need be entertained about 
the future of the old age security program. The Supreme Court 
may hold the old age benefit plan unconstitutional but, if the 
American people prefer compulsory old age insurance to a system 
of universal pensions supported by general taxation, a method 
certainly can be found under which an old age insurance system 
or its equivalent can be established. When this has actually been 
accomplished it will be timely to consider changes and im- 
provements. 





STUDIES IN THE SUPPLY CURVE OF LABOR: THE 
RELATION IN 1929 BETWEEN AVERAGE EARNINGS 
IN AMERICAN CITIES AND THE PROPORTIONS 
SEEKING EMPLOYMENT . 


ERIKA H. SCHOENBERG AND PAUL H. DOUGLAS 
Washington, D.C., and University of Chicago 


I, INTRODUCTION—-THE PROBLEM 


N A previous volume’ one of the authors tried to measure in- 
| directly the short-run supply curve of labor by finding: (1) 
the relationship, in numerous industries and over the period 
1890-1921, between real hourly earnings on the one hand, and the 
number of hours which constituted a standard or full-time week’s 
work on the other and (2) the relationship between the average 
yearly earnings in forty-one American cities in 1919 and the pro- 
portions in various age and sex groups as well as for the population 
as a whole who customarily sought gainful employment in that 
year in these cities. Readers of that work may remember that a 
pronounced negative relationship was found in each of these cases. 
So far as the relationship between hourly earnings and full-time 
hours per week was concerned, the coefficient of elasticity of the 
latter in terms of the former ranged between —o.1 and —o.2. This 
meant that an increase in hourly earnings of 1 per cent tended to 
be accompanied by a decrease of from one-tenth to two-tenths of 
1 per cent in the length of the standard working week. So far as 
the second relationship was concerned, the coefficient of elas- 
ticity for the populations in the various cities when reduced to a 
standard age and sex basis was approximately —o.16. These re- 
Sults were then combined to obtain a composite measurement of 
the effect of changes in real hourly earnings upon the short-run 
supply of labor. It was indicated that for the United States the 
elasticity of the latter in relationship to the former ranged be- 
tween —o.24 and —o.33. Thus an increase of 1.0 per cent in 
* Paul H. Douglas, The Theory of Wages (1934), chaps. xi and xii. 
45 
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hourly earnings was accompanied by a decrease of from o.1 to 
0.2 per cent in the standard hours per week, thus causing full- 
time weekly or yearly earnings to increase by from 0.8 to 0.9 per 
cent. In the case of the former figure, since the elasticity of the 
proportions employed was —o.16, this meant that this second 
variable would decrease by —0.16 X0.8 or by 0.13. This would 
mean that the total short-run labor supply would decrease by 0.33 
per cent [i.e., (—o.20)+(—o.13)]. If the elasticity of standard 
hours in terms of hourly wages were taken as —o.1, then the 
elasticity of the short-run supply as a whole would be —o0.244 
li.e., (—o.1)+(—0.16 Xo.9)]. The net results of the investigation 
seemed, therefore, to indicate that the effect of a 1 per cent in- 
crease in real hourly earnings would be translated into a decrease 
of from one-fourth to one-third of 1 per cent in the amount of la- 
bor forthcoming from the population and an increase of from two- 
thirds to three-quarters of 1 per cent in the command over mate- 
rial commodities and services. 

The author emphasized, however, that he did not claim these 
measurements had any universal significance and that they might 
well be expected to vary for different places and for different 
times. He urged, therefore, that similar studies should be made 
both for other countries and for other years in this country to see 
whether the results would bear any close resemblance to those 
which were obtained. Since the publication of another decennial 
census now furnishes us with similar information about the pro- 
portions of the population which in 1930 constituted the working 
force of American cities, and since it is also possible to compute 
comparative indexes of money and real wages for these cities, it 
is appropriate to apply the same method to this later period and 
to discover whether the later results tend to confirm the earlier 
ones and, if so, to what degree. 

In both cases we have used an identical list of forty-one major 
cities. We have also used one set of age classifications identical 
with that employed in the study of the 1920 data, and we can 
therefore make comparable comparisons. We have also used an- 
other set of more minute classifications which— instead of divid- 
ing those over 25 years into the three classes of those (1) from 25 
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to 44 years, (2) from 45 to 64 years, and (3) 65 years and over— 
uses no less than seven separate classes. These are: (1) 25-29 
years, (2) 30-34 years, (3) 35-44 years, (4) 45-54 years, (5) 55-64 
years, (6) 65-74 years, (7) 75 years and over.” 

The two fundamental statistical series which we have used are: 
(1) the average annual earnings in manufacturing in forty-one 
cities in 1929 and (2) the proportions in each of the thirty-six age 
and sex groups in each of these forty-one cities who were cus- 
tomarily a part of the labor force.* The first series was obtained 
by dividing the total wages paid out in manufacturing in 1929 
in each of these cities by the average number of wage-earners 
who were employed in that branch of industry during that year.‘ 
These are given in Column A of Table 2 in the appendix to this 
article. It would have been desirable, had it been possible, also 
to have obtained the average earnings for these cities in such other 
lines of industry as trade, transportation, construction, public 
utilities, services, and governmental employment in order to ob- 
tain a combined average for all the employed population of each 
city. But this could not be done, and for the present at least we 
have only the figures for manufacturing. In all probability, how- 
ever, relative differences in earnings as between cities for this 
branch of industry are fairly close approximations to the relative 
differences in the combined averages for all occupations. For 
manufacturing is, after all, the chief industry for the vast major- 
ity of American cities. There are one or two exceptions to this 
rule which will be noted later and for which allowance will be 
made, but in general the relationship will hold. The average 
earnings in manufacturing are a first approximation at the very 
least to those for all occupations and may be used until the latter 
data can be computed. 


? For the comparative systems of classification used by the census see Fourteenth 
Census (1920), Vol. II, and Fifteenth Census (1930), Vols. II, III, and IV. 

3 The age groups for those between 25 and 29, and 30 and 34 years, respectively, 
were combined. Separate computations were also made for the following: |1) 10-13 
years; (2) 14 years; (3) 10-14 years; (4) 15 years; (5) 16 years; (6) 17 years; (7) 
18-19 years; (8) 15-19 years; (9) 20-24 years; (10) 25-34 years; (11) 35-44 years; 
(12) 25-44 years; (13) 45-54 years; (14) 55-64 years; (15) 45-64 years; (16) 65-74 
years; (17) 75 years and over; (18) 65 years and over. 

4 See the Census of Manufacturing (1929), Vol. III, Table II, for each state. 
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The statistics on the numbers who formed the active labor sup- 
ply are derived from the census of occupations. The census lists 
these persons as “gainfully employed,” but this term does not 
mean that only those who have a job at the time the census is 
taken are included. The term is instead used to designate those 
who are customarily in the labor market seeking employment, and 
includes the unemployed as weli as the employed. These totals 
were not only published for each city, but were also given for no 
less than seventeen age groups for each of the two sexes, or for a 
total of thirty-four subgroups. Since the total number of persons 
in all these groups is also given by cities, it becomes an easy mat- 
ter to compute the percentages of each of these age and sex groups 
who are members of the working force in each of these forty-one 
cities. Because of considerations of space it has not been possible 
to print these tables in this article, but they will be furnished by 
the authors to all who desire them. As will be seen later, it is also 
possible to combine these percentages for the subgroups in terms 
of a standard population of a given age and sex composition so as 
to get comparable figures on the numbers seeking employment in 
each city. 

The forty-one cities for which such statistics were computed in- 
clude, as the list in the footnote shows,’ virtually all the major 
metropolitan centers of the country. They also show an adequate 
representation from all the main geographical regions of the 
country and may, therefore, be regarded as being representative 
in this respect as well, so far as the urban population is concerned. 


Il. THE RELATION BETWEEN AVERAGE MONEY EARNINGS AND 
THE PROPORTIONS IN THE VARIOUS SEX AND AGE GROUPS WHO 
FORMED THE LABOR SUPPLY IN 1929 FOR FORTY-ONE CITIES 


From the two series of (a) average annual money earnings 
(Table 2 of appendix) and (0) the proportions of each age and 
sex group who sought employment, coefficients of correlation were 


5 The cities are: Atlanta, Baltimore, Birmingham, Boston, Bridgeport, Buffalo, 
Chicago, Cincinnati, Cleveland, Columbus, Dallas, Denver, Detroit, Fall River, 
Houston, Indianapolis, Kansas City (Mo.), Los Angeles, Louisville, Memphis, Mil- 
waukee, Minneapolis, Newark, New Haven, New Orleans, New York, Norfolk, 
Omaha, Philadelphia, Pittsburgh, Portland (Ore.), Providence, Richmond, Roches- 
ter (N.Y.), St. Louis, St. Paul, Salt Lake City, San Francisco, Scranton, Seattle, 
Washington, D.C. 
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worked out to determine the degree of interrelationship between 
these. These are shown in Table 1 and, as in the former study, are 
uniformly negative. If the correlations are compared with their 


TABLE 1 


COEFFICIENTS OF CORRELATION BETWEEN PROPORTION SEEKING EMPLOY- 
MENT AND AVERAGE ANNUAL MONEY EARNINGS IN MANUFAC- 
TURING IN FORTY-ONE CITIES IN 1929 
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* r.=coefficient of correlation. 

t S.E. =standard error. 
standard errors of estimate, it will be seen that the negative rela- 
tionship is pronounced in the following cases: 

1. For male juveniles who were 14, 15, and 16 years of age. In 
these cases the coefficient of correlation ranges between — 0.64 and 
—o.73 and is from six to ten times the standard error of estimate. 
In the case of 17-year-olds the coefficient of correlation is — 0.46 
and is nearly four times its standard error of estimate. These 
coefficients indicate, therefore, that there is a pronounced tend- 
ency for a smaller proportion of boys to enter industry in cities 
where earnings are above the average and for a larger proportion 
to enter where the wages are lower. 

2. For girls of 14-15 years of age and to a lesser extent for 
those of 16 as well. Those of the first group show a negative cor- 
relation of — 0.62, which is nearly seven times its standard error of 
estimate. The correlation for the 15-year-olds is —0.55 and is five 
times its standard error. Strikingly enough, however, the coeffi- 
cient of correlation falls off for 16-year-olds to — 0.40, which is only 
three times the standard error. This is an appreciably smaller 
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relationship than that shown for males of the same age. In view 
of the fact that an appreciably smaller proportion of the females 
than of the males of this age are in industry, it can only indicate 
that it has become so customary in most cities to keep 16-year- 
old girls out of industry that differences in earnings cause little 
change. 

3. The coefficients of correlation between earnings and employ- 
ment drop so sharply for juvenile males over 17 and for juvenile 
females over 16 as to indicate no relationship between these two 
factors at these ages. Thus, for the boys of 18 and 109, the coeffi- 
cient of correlation was only —o.28 and for girls actually +o0.12. 
The youths and girls of these ages who are part of the working 
force would apparently continue to work even though earnings 
were to alter within the range shown for these cities. 

4. In the case of men the correlation for those within the ages 
of 20-24 years, 25-34, and 45-54 years are negligible and indicate 
that differences in earnings of the magnitudes here given do not af- 
fect the relative number of males in the vigor of life who seek work. 

5. In the case of females, however, a somewhat different situa- 
tion is revealed. There is no relationship whatsoever for those 
between the ages of 20 and 24, but the coefficient rises to — 0.29 for 
those between the ages of 25 and 34, and to —o.38 for those from 
35 to 44 years. It is —o.35 for those who are in the 45-54-year 
group. Since the standard error in the first case is 0.14, 0.13 in the 
second, and o.14 for the third, this indicates a slight tendency for 
cities with higher-than-average earnings to have a smaller-than- 
average proportion of adult women employed and for the opposite 
to be also true. This, after all, is only what would be expected, 
namely, that the higher the earnings of the men are, the more this 
permits some of the families to do without the earnings of the 
wives and mothers and enables them to stay at home. 

6. There is a pronounced tendency for the negative coefficients 
to increase markedly for the older men who are over 55 years and 
for the oldest groups of women. Thus, in the case of men, the 
coefficient for those between the ages of 55 and 64 rises to —0.33, 
which is approximately two and a half times the standard error of 
estimate. The indicated relationship for this group is of course 
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slight, but it increases still further for the next two older groups. 
Thus, for the group between the ages of 65 and 75, the coefficient 
is —o.42, or slightly over three times the standard error. For 
those over 75 the coefficient is virtually identical, —o.41. 

In the case of women there seems to be no greater negative rela- 
tionship for those between the ages of 55 and 75 than for those in 
the three younger groups. But for the oldest group or for those 
over 75 years the coefficient increases to —0.47, which is four 
times the standard error of estimate. 


III. COEFFICIENTS OF CORRELATION FOR 1929 BETWEEN RELATIVE 
PROPORTIONS OF VARIOUS AGE AND SEX GROUPS WHO SOUGHT 
WORK IN FORTY-ONE AMERICAN CITIES AND THE AVERAGE AN- 
NUAL MONEY EARNINGS AS CORRECTED FOR DIFFERENCES IN 
FOOD COSTS 
The averages of annual earnings which are given in Column A 

of Table 2 of the appendix are statistics of money earnings. But 
since living costs vary from locality to locality, it is by no means 
certain that they measure corresponding differences in real earn- 
ings. But it is the differences in real earnings rather than those 
in money incomes which may be presumed to affect the propor- 
tion of the population which offers itself for employment. 

It is desirable, therefore, to correct these averages of money 
earnings by an index of relative living costs in these forty-one 
cities in order to obtain averages which measure real and not 
merely nominal differences in earnings. While the construction of 
such a geographical index of the cost of living is not easy, an ap- 
proximation can be obtained. Thus the budgetary investiga- 
tion carried through in 1918-19 by the United States Bureau of 
Labor Statistics* gave the average physical quantities of food 
consumed by working-class families in each of the main sections 
of the country and the average quantities for the country as a 
whole.” These quantity weights must be used in default of more 
recent budgetary data. 

® Bull. 357 of U.S. Bureau of Labor Statistics, Cost of Living in the United States, 
pp. 118-109 ff. 


? The average physical quantities for the country as a whole have been mime- 
ographed and will be furnished by the authors upon application. 
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The quantity weights for the country as a whole were then mul- 
tiplied by the average yearly prices at retail for 1929 of each of 
these commodities in each of the forty-one cities in question. 
These retail prices were the unweighted yearly averages of those 
collected monthly in that year by the Bureau of Labor Statistics* 
for each of these cities. 

Once these cross-products were obtained, they were then sum- 
mated to secure the total cost of the standard budget in each of the 
respective cities. Then an unweighted average was computed for 
the forty-one cities as a whole, and the totals for each city were 
reduced to index numbers in terms of this average. These index 
numbers are shown in Column B of Table 2 of the appendix. To 
those who may object to the use of an average budget for the 
country as a whole for cities with different dietary standards, it 
may be pointed out that virtually identical results were obtained 
when we took the geometric average of (a) the prices for each 
city as weighted by (6) the varying quantity budgets of different 
sections of the country.? The average money earnings in each 
city were then divided by the index of food costs to obtain the de- 
flated figures of relative earnings in terms of food. These are 


given in Column C of Table 7 in the appendix. While it would 
be desirable, of course, to broaden this index of living costs so 
that it would measure the relative command over clothing, hous- 
ing, etc., as well, this extension is impossible at the moment for 
the year 1929, and the above index can serve as at least an ap- 
proximation to the relative levels of real earnings as between the 
given cities in that year." 


* For the monthly prices in 1929 see Monthly Labor Review, Vols. XXVIII and 
XXIX. 

* A fuller treatment of these budgetary and price analyses will be given by Mrs. 
Schoenberg in a future study. 

t¢ Since this article was written, there has appeared an interesting bulletin issued 
under the auspices of the Works Progress Administration (Division of Social Re- 
search) entitled /nter-city Differences in the Cost of Living (1st ser., 1936), No. 20. 
This shows differences for 1935 for fifty-nine cities in the cost of an identical budget 
not only for food, but also for clothing, household operation, miscellaneous items, 
and apparently for housing as well, together with a combined index for all items. 
The differences between the relative intercity costs of food as shown by this study 
for 1935 and our index for 1929 were not striking. The coefficient of rank correla- 
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We may now correlate this improved series of relative average 
real earnings in the various cities with those for the proportions of 
the sex and age groups which were in the labor market. These co- 
efficients of correlation with their standard errors are listed in 
Table 2. 

A comparison of these negative coefficients shows that they are 
in general somewhat greater arithmetically than those obtained 
by the earlier method. This gives a greater degree of credence to 


TABLE 2 


COEFFICIENTS OF CORRELATION BETWEEN PROPORTION SEEKING EMPLOY- 
MENT AND AVERAGE ANNUAL EARNINGS IN MANUFACTURING CORRECTED 
FOR DIFFERENCES IN FOOD PRICES, FORTY-ONE CITIES IN 1929 








MALES FEMALES MALES FEMALES 








Ace Group 
S.E.t r. S.E. 


+o. 10)—0.69 
13 74 .07 
.06 .64 .09 
.08 .52 .12 
.10 .26 .14 
.09 .28 -14 
-13 -02 -16 

- ' .14 II 15|| 75 and over 

. | 0.14) +0.15|—0. 34 






































* r.=coefficient of correlation. 
¢ S.E. =standard error. 


the general results. Table 3 shows by how many points the co- 
efficients of correlation are altered by the use of “real” rather than 
of money earnings. Since the standard errors also tended to be re- 
duced simultaneously with the increase in the coefficients, an 


tion between the order of costs for the thirty-eight cities common to both series is 
+0.786. When the other items, particularly housing, are taken into account, however, 
a decided difference in the relative order of the cities appears, and the coefficient 
of rank correlation falls as lowas +-0.208. The average deviation in percentage points 
of the indexes of the identical cities expressed as relatives of their respective aver- 
ages is as high as 5.036. This is indeed a disturbing difference which at present, un- 
fortunately, cannot be cleared up because we have seen only the preliminary results 
of the W.P.A. study, and we shall have to wait for a later bulletin to describe the 
methods used and the detailed prices for each city. This note is, however, added so 
that the reader may know of this study. 
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even greater degree of interrelationship between the two variables 
is indicated." This is particularly the case for girls, youths, and 
the older men and women. 


TABLE 3 


NUMERICAL CHANGES IN NEGATIVE COEFFICIENTS 
OF CORRELATION EFFECTED BY USE OF RELA- 
TIVE “REAL” EARNINGS INSTEAD OF MONEY 
EARNINGS 








ALTERATION IN PomnTs 





Ace Group tn YEARS 


Male Female 





—0.02 +0.07 
.O5 .06 
03 .09 
.08 .12 
.I90 .12 
.10 12 
.10 ° 

.O7 .08 
.05 .05 
05 03 
04 oI 
.O§5 t 

.08 .02 
II .O1 
07 05 
65 and over 02 .07 
75 and over +0.05 +0.04 


DELL LEE EEE+HE+ | 











* Changed from +0.12 to —o.02. t No change. 


IV. A CORRECTION FOR DIFFERENCES IN THE PROPORTIONS 
OF WOMEN AND JUVENILES WHO ARE EMPLOYED 


It is desirable at this point to clear up a possible source of cir- 
cular reasoning and of spurious correlation. The average annual 
earnings were found by dividing the total amounts paid out in 
1929 to the wage-earners in manufacturing by the average num- 
ber of wage-earners employed during that year. But this last 
figure included women and children as well as men. It might, 
therefore, be contended that average earnings were low in some 


The formula for the standard error is ¢,= 7 ; 
n 
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cities because of the large number of women and children who 
were employed instead of the latter being employed because the 
earnings were low. 

It is, however, possible to eliminate virtually all this possible 
influence by correcting the average earnings in each city so as to 
make allowance for the lower earnings of children and juveniles 
and thus reducing these averages to what is practically an “equiv- 
alent adult male.’’ The method for effecting this was simple: (1) 
The number of men and women and children under 16 years who 
were employed in manufacturing in each city in 1929 was found. 
(2) Then the proportions which each of these groups formed of the 
total number thus employed were computed. (3) Then the ratio 
of women’s earnings to that of men was found for each city. For 
the sake of convenience it was assumed that the ratio for children 
under 16 would be the same as for the women. It would, in fact, 
be somewhat less, but in view of the relatively small number of 
children thus employed no substantial inaccuracy was introduced 
by the use of this ratio. The percentage which women and chil- 
dren formed of the manufacturing wage-earners in each city was 
then multiplied by the ratio of women’s earnings to men’s earn- 
ings. This reduced the actual proportion of employed women and 
children to one of their male equivalents in earning power. (4) 
This last ratio was then added to that for the males of 16 years 
and over and combined ratios of equivalent adult males were thus 
obtained. These, of course, were always less than 1.0. (5) Finally, 
the average uncorrected real earnings were divided by this ratio 
of equivalent adult males. The resulting higher averages, there- 
fore, corrected out for differences between cities in the proportion 
of women and children employed in manufacturing and for their 
lower earnings as compared with men. 

The work of carrying through such computations for 1919 was 
greatly lightened by the fact that the census of manufactures for 
that year gave for each city the number of men and women and 
children under 16 years who were employed in manufacturing, and 
because the special survey of wages carried through by the Bureau 
of Labor Statistics for that year gave the average earnings of wom- 
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en and men for each state.” By assuming that the differences in 
earnings between men and women in a given city were those 
shown for the state in which it was situated, the necessary com- 
putations were then carried through and the corrected average 
earnings per equivalent adult male were obtained. 

The task is somewhat more difficult for 1929 since, although the 
census of manufactures separated the wage-earners in manufac- 
turing in each city into the groups of those below and those above 
16 years of age, it did not divide those above 16 years into sepa- 
rate groups of males and females. This subdivision was, however, 
carried out by the census for each state. There is also lacking a 
unified survey of the relative earnings of men and women. 

All this seemed at first sight to prevent the desired correction 
from being made. But happily these difficulties were largely sur- 
mounted. (1) The census of population gave the total number of 
gainfully employed men and women in the manufacturing and 
mechanical industries of each city in 1930. For 1919 we had avail- 
able both the number of female wage-earners in manufacturing 
as such (as derived from the census of manufactures) and the 
number of females gainfully employed in the manufacturing and 
mechanical industries (as shown by the census of population). 
We therefore computed the ratio which the former bore to the 
latter in 1920. On the assumption that this percentage had re- 
mained the same we then applied this ratio for each city to the 
number of women shown by the 1930 census of population to be 
engaged in manufacturing and mechanical pursuits, and thus ob- 
tained an estimate of the number of women who actually held 
jobs in manufacturing in 1929 in each city. To test the accuracy 
of this method, the same principle was applied to the states, and 
the results were then compared with the direct data for the num- 
bers of men and women employed which were given in the 1929 
census of manufactures. The maximum error between these two 
sets of data proved to be only 5.9 per cent. Since in the majority 
of states the coincidence between the two sets of results was even 
closer, the figures which were thus obtained for each city may 


™ See Bull. 275 of the U.S. Bureau of Labor Statistics, Indusirial Survey of Se- 
lected Industries, 1919. 
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probably be accepted as fairly close approximations to the num- 
bers of men and women who were thus employed. 

The data on the relation of women’s earnings to those of men 
were compiled from a series of bulletins on the wages and hours of 
labor in 1929 in various industries which were issued by the Bu- 
reau of Labor Statistics. The industries covered included among 
others cotton, woolen and silk manufacturing, men’s and women’s 
clothing, hosiery, underwear, boots and shoes, lumber, iron and 
steel, foundries and machine shops, etc."? The average earnings of 
men and of women were segregated for each of the industries in 
each of the states, and these were then weighted by the numbers 
employed in each industry to obtain a combined weighted aver- 
age for the state."4 

The ratio between these weighted averages of the earnings of 
women and men for a given state were then treated as also being 
the ratios for the cities within that state. These ratios of earnings 
were then multiplied by the proportions which women and chil- 
dren under 16 formed of the manufacturing group in the respective 
cities in order to obtain the equivalent ratio of women and chil- 
dren in terms of adult males. By adding this ratio to those of 
men we obtained proportionate ratios for the various cities of 
equivalent adult males, and, by multiplying the average uncor- 
rected real earnings in each city by these, we secured the cor- 
rected average real earnings per equivalent male worker. These 
are given in Column D of Table 2 in the appendix." 

We can, therefore, obtain a third set of correlations which will 
show the interconnection between the proportions seeking em- 


"3 For the sources see the following bulletins of the U.S. Bureau of Labor Statis- 
tics: Nos. 502, 504, 525, 532, 537, 539) 547, 551, 557, 568, 570, 571, 576, 580, 584, 
589. 

"4 The number of industries available for each state varied from two in the Dis- 
trict of Columbia and three in Utah to no less than eighteen in New York State. In 
general the coverage was distinctly greater in numbers than that of 1919. As a mat- 
ter of fact, Salt Lake City and Washington, D.C., where the sample was smallest, 
were later discarded for other reasons as well. 

*s The somewhat complicated nature of these computations could be more easily 
followed had it been possible to print the entire table. It has, however, been mimeo- 
graphed and will be sent to all those who request it. 
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ployment in the various cities and the real annual earnings per 
equivalent adult male. These are shown in Table 4. In general, 
the effect of this correction in the case of males is to reduce the 
coefficients somewhat from those obtained for uncorrected real 
annual earnings, but still to leave them slightly above the results 
for uncorrected money earnings. In the case of females above the 
age of 25, however, this third set of correlations is slightly higher 
than was the second and consequently is still higher than the 
first. 
TABLE 4 


COEFFICIENTS OF CORRELATION BETWEEN PROPORTION GAINFULLY 
EMPLOYED AND AVERAGE “REAL” EARNINGS IN MANUFACTUR- 
ING PER EQUIVALENT MALE, FORTY-ONE CITIES IN 1929 








MALES FEMALES MALES FEMALES 








Acr Group Ace Group 


r.® S.E.t r. 





—0.64|+0.09]—0. 62 

.44 .12 .69 
73 -O7 -57 
.66 .08 .42 
.48 .12 .14 
.56 Il .16 - 
.30 14 14 ; 65 and over 
; 24 14 02 i 75 and over 
.|—0. 18) +0. 15|—0. 36) + 



































* r. =coefficient of correlation. 
t S.E. =standard error. 


V. THE COEFFICIENTS OF ELASTICITY BY AGE AND SEX GROUPS 


Thus far we have confined ourselves to computing coefficients 
of correlation between the proportions in the various age and sex 
groups of the various cities who sought employment and the com- 
parative levels of earnings as measured in the three ways which 
have been described. But correlation merely measures the de- 
gree to which the actual observations do or do not fall upon the 
line (or lines) of relationship between the two sets of variables. 
It does not indicate what this line of relationship actually is. This 
line of relationship or regression was found by the method of least 
squares, and is that for which the sum of the squares of the devia- 
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tions of the observations from it are reduced to a minimum It 
is, however, the slope of this line of relationship or of regression 
which gives us the rate at which the proportions employed in a 
given group vary between cities with differences in the rate of 
remuneration. This slope can be taken to indicate the relative 


TABLE 5 


COEFFICIENTS OF ELASTICITY FOR VARIOUS AGE AND SEX GROUPS OF THE 
PROPORTION SEEKING EMPLOYMENT AND AVERAGE ANNUAL 
EARNINGS, FORTY-ONE CITIES IN 1929 








MALEs FEMALES 





Ace Group 
Bt A* Bt 





—4.41 | —4.56 
1.84 4.10 18 
3.24 .56 
1.72 1.43 73 
o.81 ©.32 55 
0.64 °.26 .42 
©.20 § 
0.05 0.05 
§ § 0°. 28 0.30 


: 0.38 0.38 
°.5° 0.49 

} 0.47 | 0.44 

0.43 0.41 

0.04 0.03 0.04 ©.32 0.31 
©.15 0.12 0.13 0.51 °.56 
65 and over 0.15 0.13 0.13 °.53 °.58 
75 and over —0.39 | —0.40 | —0.40 | —1.00 | —1.01 


0.02 § 























* Proportion seeking employment on average uncorrected money earnings in manufacturing. 

t Proportion seeking employment on average uncorrected “real” earnings in manufacturing. 

t Proportion seeking employment on average “real’’ earnings in manufacturing per equivalent male. 

§ No coefficients of elasticity are given where the results have no statistical significance 

- responsiveness of the supply of workers in that group in relation 

to wage changes or differences. These elasticities for all the vari- 

ous age and sex groups are given in Table 5 for all three sets of 

comparisons, namely, (a) the proportion of each age and sex 

group seeking employment and the average uncorrected money 

wages; (b) the proportion seeking employment and the average 

uncorrected real wages; (c) the proportion seeking employment 
6 For a discussion of these points see Mordecai Ezekiel, Methods of Correlation 

Analysis (1930), pp. 51-124. 
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and average real earnings per equivalent adult male. The formula 
followed in computing these elasticities was the familiar one, 
namely, 


where E=elasticity of supply of workers, X = proportion of age 
and sex group seeking employment, and Y= average annual 
earnings. 

The computations were made at the points of the mutual aver- 
ages of X and Y. The average for the cities of the proportions 
seeking employment was taken as X, and the averages of the an- 
nual earnings were taken as Y. 

The results show an elasticity of between —3.1 and —3.5 for 
14-year-old boys and of between —4.4 and —4.6 for girls of the 
same age. This meant that a variation of 1 per cent in earnings 
was normally accompanied by a variation in the opposite direc- 
tion in the proportion of such persons who entered the labor mar- 
ket of from 3.1 and 3.5 per cent, and from 4.4 and 4.6 per cent, re- 
spectively. The coefficients of elasticity, while somewhat less for 
the older juveniles, are still high. For boys of 15 they are around 
—3.1 and for girls of the same age approximately —3.3. In the 
case of the 16-year-olds the corresponding elasticities for boys and 
girls were —1.7 and between —1.4 and —1.7. The greater re- 
sponsiveness of the 17-year-old boys than girls to variations in 
earnings is shown by the fact that elasticity of the former group 
was between —o.7 and —o.8 while that of the latter ranged be- 
tween —o.3 and —o.5. For young men of 18 and 19 the coefficient 
of elasticity was approximately —o.17. 

For males between the ages of 20 and 55 the relationship be- 
tween earnings and employment was so slight as to be virtually 
non-existent; and this was also the case for young women be- 
tween the ages of 18 and 25. In the case of women between the 
ages of 25 and 35, however, the elasticity is shown to be approxi- 
mately —o.3. The coefficient of elasticity rises to —o.5 and —o.6, 
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however, for those women who were between 35 and 45 years, 
while the figure for those between 45 and 55 years is only slightly 
lower, or between —o.44 and —o.55. While the coefficient of elas- 
ticity falls to alittle over —o.3 for the women between 55 and 6s, it 
rises again to —o.5 and —o.6 for those women between the ages of 
65 and 75. For women over 75 years of age the coefficient of elas- 
ticity is between —1.0 and —1.1. 

The older as well as the younger men do not have as high a 
negative elasticity of supply as the women of corresponding age 
groups. For the men between 65 and 75 years the coefficient of 
elasticity is between —o.12 and —o.15, while for those of 75 and 
over the elasticity is —o.4. 

To sum up, it can be said: (1) The elasticity is negative for all 
sex and age groups. (2) It is higher throughout for females than 
for males.’ (3) It is high for young boys and girls, but decreases as 
they near full adolescence. In cities where real earnings are higher, 
families tend to keep their children away from paid employment 
and in school longer than in cities where real earnings are low. 
(4) For men from 20 to 64 years of age, wages seem to have vir- 
tually no effect upon the number who seek employment, and the 
same is true of women from 18 to 25. (5) After the age of 25 a 
distinct and appreciable negative relationship manifests itself in 
the case of women. It seems apparent, therefore, that higher 
wages are partially translated into a freeing of married women 
from the necessity of working outside the home. (6) In the case of 
men the negative elasticity becomes noticeable for those between 
the ages of 65 and 75, and still more so for those over the latter 
age. Higher earnings for the younger workers seem to enable 
more of the older men as well as of the women to retire from in- 
dustry. 


VI. A COMPARISON OF THE 1929 RESULTS FOR SEX AND AGE 
GROUPS WITH THOSE OBTAINED FOR IQIQ 


By recombining certain of the age groups we can compare, as in 
Table 6, the coefficients of correlation and of elasticity which we 
have obtained for 1929 with those of 1919. This shows: (1) that 


x68 Except in the case of 16- and 17-year-olds. 
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the results bearing on the negative relationship between earnings 
and the proportion of the various groups who seek employment 
corroborate each other in a striking manner; (2) that the 1929 co- 
efficients of elasticity and correlation for juveniles are somewhat 
higher than those for 1919; (3) that, conversely, the coefficients 
for women from 25 to 64 were lower in 1929 than in 1919, and that 
this was also the case for both men and women over the age of 65. 


TABLE 6 


A COMPARISON OF RESULTS OBTAINED FOR 1929 WITH 1919 


(Average “Real” Earnings per Equivalent Male in Manufacturing and Propor- 
tion Seeking Employment, Forty-one Cities) 




















MALES FEMALES 
Aen Gas Coefficients of Coefficients of Coefficients of Coefficients of 
Correlation Elasticity Correlation Elasticity 
1929 1919 1929 1919 1929 1919 1929 1919 
Mi sauenenny —0o.65| —0.66) —3.48) —2.98) —0o.62) —0.53) —4.39] —3.76 
| SO -73 65) 3.11 1.56] — .571 — .45] 3-35 1.88 
SI Shisha .66 .50 1.67 0.57, — .42] — .20 1.50) 0.45 
a taiacauhan .48 .32) ©.74| 0.24] — .I5] — .o1] 0.33] 0.01 
ee 30) 3! 0.17] 0.14) + .15] + .02 ° ° 
re 24 .28} 0.05] 0.06] — .03] — .23 ° ©.22 
eee 37 .16] 0.01 ° — .41| — .§2| 0.44) 0.72 
a . 20) .28} 0.02 * | — .30] — .56) 0.51] 0.96 
65 and over..| —0.33| —0.48} —0o.13] —0.22| —0.42] —0.63| —0.63| —1.55 


























* No values are given where the coefficient has no statistical significance. 


VII. THE COEFFICIENTS OF CORRELATION AND OF ELASTICITY 
FOR THE POPULATION AS A WHOLE IN THE 
VARIOUS CITIES 

Thus far we have dealt only with the coefficients of correlation 
and of elasticity for separate age and sex groups taken by them- 
selves. In so doing, we have been able not only to identify those 
groups which do show an elasticity of the labor supply in relation 
to earnings, as well as those which do not, but also to measure the 
degree of elasticity which characterizes the first set. But all this 
is not enough. It is also desirable to combine these groups and to 
measure the elasticity for the population as a whole. 











STUDIES IN THE SUPPLY CURVE OF LABOR 63 


This cannot be done with any tolerable degree of accuracy 
merely by taking the existing percentages of the total population 
of the given cities who sought employment. For these percentages 
would be affected by the relative age and sex composition of the 
different cities. Thus a city like Detroit would in part show a 
large proportion of the total population to be seeking employ- 
ment because it has so large a proportion of young men in its 
population, while other cities like Los Angeles would have their 
ratio pulled down because of the large numbers of retired old 
people who have flocked to them. Uncorrected ratios of this 
type would, in fact, be as unreliable for comparative purposes as 
the crude death-rates which give to cities of young people, such 
as was Seattle twenty-five years ago, very low rates; while others 
such as Los Angeles would show a much higher mortality. 

It is, therefore, necessary to measure the proportions employed 
in the various cities in terms of a standard population with a 
given age and sex distribution. For this purpose both Chicago 
and Detroit have been chosen. These two cities were those used 
in The Theory of Wages. The former has an approximately normal 
age and sex distribution, while the latter is distinctly over- 
weighted with young men in the active years of life. The Chicago 
standard is, therefore, distinctly preferable to that of Detroit, but 
even the use of the latter is infinitely superior to the crude rates, 
since it serves to reduce all the cities to a common age and sex 
basis and, therefore, corrects out for differences in the age and 
sex composition of the population. Table 7 gives the number of 
persons out of every 1,000 who are included in the various age 
and sex groups in each of these cities."? In order to insure com- 
parability with the statistics for 1919 the age and sex classifica- 
tion of that year has been adopted. 

The percentage of each age and sex group who were gainfully 
employed in a given city was then multiplied by the respective 

17 It will be noticed that, whereas in Chicago 232.7 persons out of every 1,000 in 
1929 were males between the ages of 20 and 45, 261.1 out of every 1,000 fell in this 
group in Detroit. On the other hand, 106.7 out of every 1,000 in Chicago, but only 
87.0 in Detroit, were males of 45 and over. In 1919 the difference was even greater. 


The males between 20 and 45 comprised 229.5 out of every 1,000 in Chicago, while 
in Detroit they included 288.9. 
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ratios of the numbers per 1,000 total population who lived in 
Chicago and Detroit. The summation of these cross-products in 
each of the cities gives us the total number who would have been 
seeking work in each of the cities had the composition of the popu- 
lation been identical with that of Chicago and Detroit. These 
totals are given in columns A-F of Table 1 in the Appendix for 
each of the forty-one cities for males and females separately and 
for them both combined. It will be seen that on the Chicago 
basis they range from 505 in Fall River, Massachusetts (503 on 
the Detroit basis), to 430 in Salt Lake City (432 on the Detroit 
basis). 
TABLE 7 
THE AGE AND SEX DISTRIBUTION IN CHICAGO AND DETROIT IN 1929 


(Number of Persons per 1,000 of Total Population Who Belonged 
to the Respective Age and Sex Groups) 








CaIcaco DeEtTRoIT 





Males Females Males Females 





42.07 41.96 42.34 42.63 
8.32 8.36 7.81 7.81 
8.21 8.58 7-43 7-73 
8.60 8.85 7.30 7.84 
16.84 18.89 15.20 17.33 
46.33 49.98 47-97 48.70 
186.34 175.64 213.09 173.56 
5-64 QI.02 82.06 74.69 63.00 
65 and over.... 15.87 20.99 12.35 14.63 

















In computing the coefficients of correlation and elasticity be- 
tween the indexes of earnings on the one hand and the corrected 
proportions of the population who were in the labor market, we 
shall, of course, first use the data for the forty-one cities. In 
studying the data in detail, however, it becomes apparent that it 
would probably be preferable not only to omit the three cities, 
i.e., Fall River, Washington, D.C., and Salt Lake City, which 
were omitted from the final 1919 data, but also a fourth—Scran- 
ton, Pennsylvania. Fall River is a city with low wages and 
with an exceptionally high ratio of the population seeking em- 
ployment. Indeed, the proportion seeking employment there is 
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so much more than would be expected from the lowness of the 
earnings that its observation point lies far above the line of nor- 
mal relationship between earnings and the labor supply. Salt 
Lake City is, on the other hand, in a different situation. Its real 
earnings are higher than the average, but its proportions em- 
ployed are so low that its observation point lies far below the line 
of normal relationship. Washington, D.C., has both high earnings 
and a very high proportion employed. This last phenomenon is 
largely due to the fact that it is primarily a city of government 
employment, to which those who are appointed come overwhelm- 
ingly from other portions of the country. This fact results in an 
abnormally high percentage of the women being employed. 
Scranton is a city with low wages and a relatively small propor- 
tion gainfully employed. This is largely due to the fact that it 
is primarily a mining town and that the openings for women’s 
employment are more limited than in the average city. 

For these reasons, therefore, it seems wise not only to compute 
(1) coefficients for the forty-one cities but also (2) as in 1919 for 
thirty-eight cities by omitting Fall River, Salt Lake City, and 
Washington,™* and then (3), by also dropping Scranton, to carry 
through the computation on the basis of only thirty-seven cities. 

No less than eighteen coefficients of correlation have, therefore, 
been computed to measure this relationship between the varia- 
tions in average annual earnings and in the corrected proportion 
of the population which is in the labor market. For these compu- 
tations have been made (a) for three measurements of relative 
earnings, namely, uncorrected average annual money earnings, 
uncorrected average annual real earnings, and corrected average 
annual real earnings per equivalent adult male (6) for three sets of 
cities, namely, forty-one, thirty-eight, and thirty-seven respec- 
tively; (c) for the corrected numbers seeking employment upon 
the Detroit as well as upon the Chicago basis. 

All these coefficients are shown in Table 8. It will be seen 
that the results are virtually identical as between the Chicago and 
the Detroit bases of correction. No damage is done, therefore, if 

% Tn addition, the sampling of wages was inadequate for Washington and Salt 
Lake City. 
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we analyze only the former set of results. The coefficient of cor- 
relation for the forty-one cities between (1) the proportions em- 
ployed when reduced in terms of the Chicago standard and of pop- 
ulation composition and (2) the corrected average real earnings 
per equivalent adult male is —o.586. This is nearly six times the 
standard error of estimate whichis +0.102. By dropping the first 
three cities mentioned, the coefficient is raised to — 0.643, which in 
turn is nearly seven times its standard error of estimate. Finally, 
by omitting Scranton, the coefficient is raised to — 0.743, which is 
over ten times its standard error of estimate. 

If the average uncorrected real annual earnings are used instead 
of those per equivalent adult male, the coefficients of correlation 
are further raised. In the case of the thirty-seven cities the co- 
efficient is no less than —o.804 with a standard error of estimate 
which is less than one-thirteenth of this figure. 

The correlations when average uncorrected money earnings are 
used fall below both of the other sets, but that for the thirty-seven 
cities is, however, —0.730, or over nine times the standard error of 
estimate. It is, therefore, clear that there is a decided negative 


relationship between the comparative average earnings in differ- 
ent cities and the proportions of the population who seek employ- 
ment. 


We may now turn to measuring the slope of the regression line 
of these proportions in terms of the relative earnings and thus to 
determining the relative elasticity of this portion of the labor sup- 
ply. These regression equations and coefficients of elasticity are 
shown in Tables 9, 10, and 11. Table 9 gives the regression equa- 
tions and the coefficients of elasticity in terms of the average 
uncorrected money earnings; Table 10 according to average un- 
corrected real earnings; and Table 11 on the basis of average real 
wages per equivalent adult male. It will be noticed that, for the 
first set, the coefficients of elasticity range (on the Chicago basis) 
from —o.119 for forty-one cities to —o.128 for thirty-eight cities 
and —o.150 for thirty-seven cities. For the second set the range is 
somewhat narrower, namely, from —o.123 for thirty-eight cities to 
—0.131 for forty-one cities, and —o.146 for the thirty-seven cities. 
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For the third and most accurate set, namely, between (X) the 
number gainfully employed per 1,000 standard population and 
(Y) average real annual earnings per equivalent adult male, the 
coefficients of elasticity are: for thirty-eight cities —o.129; for 
forty-one cities —0.135; for thirty-seven cities —0.146. 

For those unacquainted with the method of computing elas- 
ticities we may carry through the computations in the latter 


TABLE 9 
REGRESSION EQUATIONS AND COEFFICIENTS OF ELASTICITY FOR THE NUM- 
BER GAINFULLY EMPLOYED PER 1,000 STANDARD POPULATION (TEN TO 
SIXTY-FIVE YEARS AND OVER) AND AVERAGE UNCORRECTED MONEY 
EARNINGS IN MANUFACTURING, 1929 








Average Number | Average Un- . 

Secking Work per | _ comected Regression Equation X on ¥* —_ : 
1,000 Standard Money Earn- ticit 

Population (MX) | ings (MY) d 





Chicago Basis 





463.559 $1, 305.990 = 518. 784—0.0422 (t0.01)y 
1, 309.013 x= 521.659—0.0451 (+0.01)y 
1,315.736 = 532.569—0.0527 (+0.01)y 





Detroit Basis 





$1,305.990 | 41 t,o af pe —o.110 


1,309.013 | 38 | x=516.376—0.041 ——- 115 
1,315.736 | 37 | x™526.393—0.048(to0.01)y | —0.136 

















* z=number of gainfully employed per 1,000 standard population; y=average uncorrected money 
wages in manufacturing. 


case. The regression equation of X (proportions in the labor sup- 
ply) on Y (average real earnings per equivalent adult male) was 
X = 530.736—0.0469 (+0.007) Y. This meant that for each varia- 
tion of $1.00 in average real earnings per equivalent adult male 
there was a variation in the opposite direction of 0.0469 persons 
out of every 1,000 who were in the labor market. Or in equivalent 
terms, to alter the number who were in the labor market by one 
out of every 1,000 of a standard population, an average variation 
of $21.32 in real earnings would normally be required in the oppo- 
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site direction (i.e., 1.0+0.0469). Since the average of the Y’s was 
1438.016, and of the X’s 463.267, the coefficient of elasticity at 


the means is 
1438.016 _ 


=—o0.146. 
463.267 _ 


— 0.0469 - 
It is interesting to note that in 1919 the corresponding coeffi- 
cient of elasticity for the thirty-eight cities was —o.163 as com- 


TABLE 10 
REGRESSION EQUATIONS AND COEFFICIENTS OF ELASTICITY FOR THE NUM- 
BER GAINFULLY EMPLOYED PER 1,000 STANDARD POPULATION (TEN TO 
SIXTY-FIVE YEARS AND OVER) AND AVERAGE UNCORRECTED “REAL” 
EARNINGS IN MANUFACTURING IN 1929 








Average Number Average . 

Seeking Work per | Uncorrected Coefficient 
1,000 Standard Real Earn- 

Population (MX) ings (MY) 


Regression Equations X on ¥* of Elas- 
ticity 














Chicago Basis 





$1,310. 283 2=524.152—0.0462 (+0.000)y 
1, 313.182 *=521.424—0.0448 (+0.008)y 
1,321 .646 X= 534.323—0.0538 (+0.007)y 














Detroit Basis 





$1,310.283 | 41 | x=519.762—0.0427 (+0.009)y | —o.121 
1,313.182 | 38 | x=516.438—0.0407 (+0.008)y 116 
1,321.646 | 37 | x=528.302—0.0490 (+0.006)y | —o.140 

















*z=number gainfully employed per 1,000 standard population; y=average uncorrected “real’’ 
wages. 


pared with the 1929 results for these same cities of —o.129. It is 
probable, therefore, that there was a slight decrease in the nega- 
tive elasticity of this portion of the labor supply in the decade 
which intervened. The two results are, however, closely corrobo- 
rative of each other. 

Coefficients of correlation have also been computed and a re- 
gression line fitted to the logarithms of the observations. These 
are shown in Table 12 and Chart I. Chart I shows on a logarith- 
mic scale the probable supply curve of this portion of the labor 
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supply for the thirty-seven cities in relation to the average cor- 
rected real annual earnings per equivalent adult male.” 

The resulting regression line of the labor supply on earnings has, 
in this case, a constant degree of elasticity throughout instead of 
increasing as one moves from lower to higher earnings, as is the 


TABLE 11 


REGRESSION EQUATIONS AND COEFFICIENTS OF ELASTICITY FOR THE NUMBER 
GAINFULLY EMPLOYED PER 1,000 STANDARD POPULATION (TEN TO SIXTY- 
FIVE YEARS AND OVER) AND AVERAGE “REAL” EARNINGS PER EQUIVALENT 
MALE, 1929 








Average 
Average Number Corrected Coefficients 
Seeking Work per | Real Earnings 7 . 
: Regression Equations X on Y¥* of Elas- 
1,000 Standard | per Equivalent ticit 
Population (MX) | Adult Male sete 
(MY) 





Chicago Basis 





$1 , 430.020 x= 526.299—0.0439 (+0.009)y 
1,431 .850 X= 522.438—0.0418 (+0.008)y 
1, 438.016 = 530. 736—0.0469 (+0.007)y 





Detroit Basis 





$1,430.020 | 41 | x=521.747—0.0405 (+0.009)y | —0.125 
462.940.......| 1,431.850 | 38 | x=517.398—0.0380 (+0.008)y .118 
463 1,438.016 | 37 | x=525.043—0.0428 (+0.007)y | —0.133 

















a - gainfully employed per 1,000 standard population; y=average “real” wages per 
case with a straight line fitted to arithmetical data. For the thirty- 
seven cities the coefficient of correlation between the logarithms 
of real earnings per equivalent adult male and the proportions in- 
cluded in the labor supply was (on the Chicago basis) as indicated 
by Table 12, —0.734. This was about ten times the standard error 
of estimate. The coefficient of elasticity was —o0.164 on the Chi- 
cago basis and —o.150 on that of Detroit. In 1919 the coefficient 

"# The cities are shown with their respective code numbers in the chart. Scranton, 


Fall River, Washington, and Salt Lake City are all shown although they are not 
used in the computation of the line of regression or elasticity 
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of elasticity for thirty-eight cities on the Chicago basis was —0.16 
and on the Detroit —o.13. While the further omission of Scranton 


TABLE 12 


COEFFICIENTS OF CORRELATION AND OF ELASTICITY WITH REGRESSION LINE 
FITTED TO THE LOGARITHMS OF THE OBSERVATIONS; NUMBER GAINFULLY 
EMPLOYED PER 1,000 STANDARD POPULATION AND AVERAGE “EAL” 
EARNINGS PER EQUIVALENT MALE, THIRTY-SEVEN CITIES, 1929 











Coefficient 


Coefficients of , aces 
Correlation Regression Lines of Elas- 
ticity 





—0o.734+0.076| log x=3.104—0.139 (+0.02) log y} —0. 164 
Detroit —0o.729+0.077| log x=3.066—0.127 (+0.02) log y) —o.150 














* x =the number gainfully employed per 1,000 standard population; y=average “real” wages per 
equivalent male. 


CHART I 


Etasticiry OF NuMBERS EMPLOYED PER 1,000 STANDARD POPULATION IN TERMS 
oF AVERAGE “REAL”? ANNUAL EARNINGS PER EQUIVALENT ADULT 
MALE (BASED ON 37 CITIES IN 1929-30), LOGARITHMIC SCALE 
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raised the coefficient for 1929, the coincidence between the two 
sets of results is indeed close. 

So far as these results stand, therefore, the most probable co- 
efficients of elasticity range between —0.13 and —o.16. This is 
equivalent to saying that a variation of 1 per cent in real earnings 





72 ERIKA H. SCHOENBERG AND PAUL H. DOUGLAS 


was normally accompanied by a variation in the opposite direc- 
tion of from thirteen one-hundredths to sixteen one-hundredths of 
1 per cent in the proportion of the population which offered itself 
for work. 


VIII. AN ALLOWANCE FOR POSSIBLE DISTURBING RACIAL IN- 
FLUENCES THROUGH PARTIAL CORRELATION 

It may be objected to all this that, instead of there being an 
interrelationship between real earnings and the proportion seeking 
employment, in which the former is presumed to have influenced 
the latter, the variations in both of these phenomena may have 
been caused by some third factor. The most obvious possibility 
for such a third set of influences is the relative racial composition 
of the different cities. Thus, it is conceivable that both the phe- 
nomena of low earnings and of a high ratio of the population seek- 
ing work in certain cities might be caused by those cities having 
a large proportion of their population composed either of foreign- 
born or of Negroes. Conversely, in certain cities higher earnings 
and a lower proportion entering industry might both have their 
real roots in the fact that in those particular cities the vast pro- 
portion of the population were native-born whites and were places 
where the foreign-born and the Negroes were, therefore, reduced 
to a low ratio. 

This possibility needs to be explored, and fortunately this can 
be done through the medium of partial correlation. The percent- 
age which the foreign-born and Negroes formed of the total popu- 
lation in each of the various cities was computed and is to be 
found in Column G of Table 1 of the Appendix. The influence of 
this factor was then eliminated by holding it constant, and the re- 
sulting coefficient of partial correlation (on the Chicago basis) for 
thirty-eight cities was, as is shown in Table 13, —0.642. For the 
thirty-seven cities it was —0.740 

These are virtually identical with the corresponding simple co- 
efficients of —0.643 and —o0.743 (see Table 8). No change at all 
is produced so far as these coefficients are concerned by taking 
this factor into account. Similarly, the coefficients of elasticity 
are not really altered by this method. The simple coefficient on 
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the Chicago basis for thirty-eight cities is —o.129; the partial co- 
efficient is —o.128. For thirty-seven cities the corresponding co- 
efficients are —0.146 and —o0.145. 

It is apparent, therefore, that in this country the relative racial 
composition of a city has virtually nothing to do with the propor- 
tions which are employed, and the presumption is greatlystrength- 
ened that it is the variations in earnings which affect the propor- 
tions which enter the labor market."® There may, of course, be 
still further forces which play upon both earnings and employ- 
ment and cause them to be functions of such third factors rather 


TABLE 13 


COEFFICIENTS OF PARTIAL CORRELATION AND OF PARTIAL ELASTICITY BE- 
TWEEN THE NUMBER SEEKING EMPLOYMENT (TEN TO SIXTY-FIVE YEARS 
AND OVER) PER 1,000 STANDARD POPULATION AND AVERAGE ANNUAL 
“REAL” EARNINGS PER EQUIVALENT MALE, WHEN THE PERCENTAGE OF 
FOREIGN-BORN AND NEGRO IS HELD CONSTANT; THIRTY-EIGHT CITIES, 
1929 








Chicago Basis Detroit Basis 





Coefficient of partial correlation —0.642+0.09 | —0.632+0.09 
Coefficient of partial elasticity —o.128 —0O.117 











than of each other. But while all such possibilities should be ex- 
plored, it is not easy to imagine what such mysterious outside in- 
fluences could be. 


IX. LIMITATIONS AND CRITICISMS 


There are, however, certain limitations to the material used 
which should be noted, and certain criticisms which should be 
considered. 

1. It may be objected that there has been an implicit assump- 
tion in all of the foregoing that the variation in real earnings as 
between cities has been the cause of the variations in the propor- 
tions seeking employment, whereas the influence, even leaving 
out other disturbing factors, may have been just the other way 
around. This is a familiar and a just criticism of attempts to read 

*9 Virtually identical results were obtained for 1919. See Douglas, op. cit., pp. 
291-94. 
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definite theories of causation of the old-fashioned type into cor- 
relation. Such has not been our purpose. We have shown that 
these variations present themselves together. That is all. We 
do not insist that it is the variation in earnings which causes the 
variation in the labor supply. Increases in the labor supply would, 
under the theory of marginal productivity, also cause decreases in 
the level of wages. But it surely seems significant that the flex- 
ibility of earnings with respect to the proportions seeking work 
(i.e., the reciprocal of the elasticity of the labor supply with re- 
spect to earnings) should be in practice approximately twenty to 
twenty-five times that which one of the authors has previously 
estimated on the basis of statistical study as what we might ex- 
pect from changes in the number employed. For, in the study of 
The Theory of Wages, it was found that an increase or decrease of 
I per cent in the proportions employed would normally lower or 
raise the marginal social productivity, and therefore presumably 
earnings, by from one-fourth to one-third of 1 per cent. If this is 
true, then a decrease of from —o.13 to —o.16 per cent in the 
proportions employed would increase marginal productivity and 
daily earnings by only from 0.04 to 0.05 per cent. Since in 
practice a decrease of from 0.13 to 0.16 per cent in the propor- 
tions employed was accompanied by an increase of 1.0 per cent 
in average earnings, there is a strong presumption that the chain 
of causation does not (at the very least) all lie from labor supply 
to earnings. On the contrary, there is a powerful presumption 
that variations in earnings do affect the proportions which join 
the labor supply. There may well be, however, some intercausa- 
tion between these variables, and it is at present impossible to dis- 
entangle the precise extent of each influence. But their interrela- 
tionship we can and have measured. And as the older search for 
direct and irrefutable causation has led into profitless bogs of 
metaphysics, so the newer emphasis upon association and inter- 
relationship affords a real, even if a qualified, basis for scientific 
advance. 

2. In computing the elasticity of the working population as a 
whole in relation to variations in the rate of real earnings, each 
worker has been treated as being as much affected as any other. 
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But the study of the elasticities of separate age and sex groups has 
shown that the proportions of men in the prime of life who offer 
themselves in the labor market is virtually independent of the 
rate of wages. It is only in the case of young boys and girls, more 
mature women and old women and men, that we find appreciable 
elasticities, and it is they which cause the combined elasticity to 
range between —o.13 and —o.16. In terms of productive effective- 
ness, however, these workers are markedly below the average. If 
we could apply a qualitative weighting, therefore, to the various 
portions of the labor supply, it would be found that the combined 
elasticity was less than that indicated by the quantitative figures. 

3. It should also be realized that the observed relationship 
may not hold outside of the observed range. If we omit Fall 
River, Washington, Salt Lake City, and Scranton from our list of 
cities, the range between the city with the largest proportion seek- 
ing employment and that with the least is between 503 per 1,000 
(Atlanta) and 437 (Detroit). Similarly, the range in the other va- 
riable of real earnings per equivalent adult male is between a max- 
imum of $1,865 (Detroit) and a minimum of $996 (Atlanta). This 
covers, therefore, a range of 87 per cent in earnings and of 15 per 
cent in the proportions employed. If the range were wider, it is 
possible that the relationship would be different. 

4. Finally, our results may be criticized in that they do not 
show what the effect would be upon the same persons if their 
earnings were to change. Our statistics are, in fact, ¢ross- 
section averages of spatial measurements of different people 
with different average earnings. But it may well be objected 
that the differences in the ratios of those seeking employ- 
ment may be due to differences between people and not to 
differences in their earnings. This is, of course, always possible. 
We have, by the method of partial correlation, shown that the 
differences in employment are at least not caused by differences of 
race, but there may be other factors causing these different ratios 
which the “coarse thumb and finger” of statistics cannot isolate 
or measure. 

But this is a difficulty which all statistical work in the field of 
economic theory faces. For were it possible to measure changes in 
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the proportions of identical groups who sought employment with 
changes in their earnings, it could still be objected that we were 
not dealing with psychologically identical personages, since their 
very scale of values and of preferences might have altered in the 
period of time covered. 

Such are the barriers which prevent statistical economics from 
dealing with precisely the same problems as abstract classical or 
neo-classical theory. For the latter, as the late Professor Allyn 
Young once wisely observed, eliminated differences in time and 
space, while statistics have never dealt with anything else. 

But while this barrier may prevent statistical economics from 
giving precise answers to the identical questions which literary 
economics, with its timeless and spaceless predilections, raises, it 
does not invalidate the use of statistical method in the field of 
economic theory. For in the first place, it may be said that, if 
our methods are adequate, we may obtain as close approximations 
to the theoretical questions as their propounders are ever likely to 
receive, and we can throw light upon the issues raised by pure 
theory. Secondly, if a complete identity is impossible to obtain, 
it is not advisable for those who dwell in the ivory tower of ab- 
stract theory to keep themselves pure and unsullied from the ap- 
parently confused facts of economic life. For if they do, they are 
likely to find that their ivory tower has become a prison and that 
their science has ceased to be a developing one. For in this, as in 
other fields of science, the center of gravity and of progress is 
likely to shift to those methods and concepts which, in the words 
of Professor Bridgeman, are “operational.” In short, it is a part 
of wisdom to ask those questions which can be answered and not 
to reject the evidence which the external world affords merely be- 
cause it is necessarily couched in somewhat different terms from 
the ideological concepts which were framed by a non-quantitative 
and a literary generation.”° 

7° We are indebted to R. L. Garvin, J. Donald Brumbaugh, John Adams, George 


Lescisin, Anne Lescisin, and Frances Gibson McIntyre for aid in computing, and 
to Y. K. Wong for drawing the chart. 
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APPENDIX 


TABLE 1 


NUMBER SEEKING EMPLOYMENT PER 1,000 OF TOTAL POPULATION IN FORTY- 
ONE CITIES IN 1930, USING A STANDARD AGE AND SEX DISTRIBUTION 
TOGETHER WITH PERCENTAGE OF FOREIGN-BORN AND NEGROES 











Noumser SEEKING EMPLOYMENT PER PERCENT- 
1,000 PoPULATION AGE OF 
Foreicn- 
Born AND 
Chicago Age Detroit Age NEGROES 
Distribution Distribution or Popv- 
LATION 
OVER 10 
10-65 Years and Over | 10-65 Years and Over! Years 











(A) (B) (C) (D) | (E) (G) 
Fe- Fe- 
Males 
males males 





Atlanta, Ga. 345 | 158 147 
Baltimore, Md. 344 | 127 118 
Birmingham, Ala. 341 | 118 110 
Boston, Mass. 334 | 1390 130 
Bridgeport, Conn. | 345 | 124 116 
Buffalo, N.Y. 336 | 105 99 
Chicago, Iil. 339 | 120 113 


Cincinnati, Ohio 336 | 119 III 
Cleveland, Ohio 337 | 113 106 
Columbus, Ohio 119 112 


Dallas, Tex. 135 126 
Denver, Colo. 126 118 
Detroit, Mich. 96 9¢ 
Fall River, Mass. 161 ISI 
Houston, Tex. 122 114 
Indianapolis, Ind. 122 115 
Kansas City, Mo. 131 123 
Los Angeles, Calif. 125 117 
Louisville, Ky. 125 116 
Memphis, Tenn. 132 


Milwaukee, Wis. 104 
Minneapolis, Minn. 
Newark, N.J. 115 
New Haven, Conn. 120 
New Orleans, La. 119 
New York, N.Y. 115 
Norfolk, Va. 120 
Omaha, Neb. 113 
Philadelphia, Pa. 119 
Pittsburgh, Pa. 100 
































* =omitted. 
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TABLE 1—Continued 








NuMBER SEEKING EMPLOYMENT PER PERCENT- 
1,000 PoPULATION AGE OF 
ForEIGN- 
Born AND 
Chicago Age Detroit Age NEGROES 
Distribution Distribution oF Popv- 
LATION 
OVER 10 
10-65 Years and Over | 10-65 Years and Over YEARS 











(A) | (B) (C) (D) | (E) () (G) 


Males Fe Total | Males Fe 


males males 





Portland, Ore. 127 |466 347 | 119 
Providence, R.I. 143 |485 350 | 133 
Richmond, Va. 143 1482 347 | 134 
Rochester, N.Y. 130 |462 341 | 121 
St. Louis, Mo. 123 |467 352 | 115 
St. Paul, Minn. 123 |457 342 | 115 
Salt Lake City, Utah IOI |430 338 | 94 
San Francisco, Calif. 132 1464 341 | 124 
Scranton, Pa. IOI |439 346 | 95 
Seattle, Wash. 122 1456 342 | 114 
Washington, D.C. 491 





Average woe 463.559 





























* omitted. 





TABLE 2 


AVERAGE UNCORRECTED MONEY EARNINGS, INDEX OF COMPARATIVE 
FOOD PRICES, AND AVERAGE UNCORRECTED AND CORRECTED 
REAL EARNINGS FOR FORTY-ONE CITIES IN 1929 











Averace Un- 
CORRECTED 


Money Earn- 
INGS In MANnv- 


FACTURING* 


Averace Un- 
CORRECTED 
“Rear” Earn- 
INGS IN MAnu- 
FACTURING 


Averace Cor- 
RECTED “REAL” 
EARNINGS PER 
EQUIVALENT 
MALE WorkER 





(A) 


(C=A+B) 


(D) 





Chicago, Ill... nieupsaal 
Cincinnati, Ohio. 
Cleveland, Ohio 
Columbus, Ohio 


Dallas, Texas 


Detroit, Mich........... 
Fall River, Mass 
Houston, Tex 
Indianapolis, Ind....... . 
pay Be, BRsesccce 
les, Calif 
Louie le, Ky 
Memphis, Tenn 


Milwaukee, Wis 
Minneapolis, Minn 

2) ae 
New Haven, Conn 

New Orleans, La 

New York, N.Y 
Norfolk, Va. 


Philadelphia, Pa......... 
Pittsburgh, Pa 


Portland, Ore 
Providence, R.I......... 


Salt Lake City, Utah... . 
San Francisco, Calif... . . 
ee 
Seattle, Wash........... 
Washington, D.C....... 


$ 983. 
1,125. 
1,178. 
1,393 
1,286 
1,460. 
1,545 
1,335. 


’ 


1,390. 


~ 


3 
ORWWYWYHWO 


1,131. 

1,287. 

1,745- 
889 


1,248. 
1,309. 
1,284. 
1,479. 
1,146. 
1,049. 


NNN NHS NHU SH STW 


1,441 
1,281. 
1,418. 
1,247. 

934. 
1,619. 
1,171 
1,325 
1,372 
1,478. 


1,331 
1,176. 
1,029 
1,410. 
1,237. 
1,321. 
1,292. 
1,493. 
I, 

1,449 


NOROCOW HRN ODO OSCOdDKY DDOWY 


~ 
an 
N 
° 
a 


Oh ONADEOHO 


OR HOH HOUWO 


NOW RE w DOSS 


NP OWNWUO HOW 


$ 910.5 
1,158.9 
1,111.4 
1,273. 
1,218 
1,496 
1,522. 
1,340. 
1,585. 
1,448. 


A AWA AKO 


1,077. 

1,442. 

1,768. 
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THE COINAGE LEGISLATION OF 1834 


PAUL M. O'LEARY 
Cornell University 


HE purpose of this article is to show in detail what were 
the forces back of the adoption of the ratio of 16:1 in the 


coinage legislation of 1834 in the United States. Special 
attention will be given to explaining the abrupt switch away from 
the earlier proposed ratio of 15.625:1 toward the higher ratio in 
the closing weeks of the session of Congress which enacted the 
measure. In general, it will appear that political animosity for 
the Bank of the United States was the principal force lying back 
of the adoption of the ratio more favorable to gold, the supporters 
of the legislation professing, at least, to believe that by promoting 
the currency of gold they would strike a blow at the currency of 
bank notes, especially those of the Bank of the United States. 
This aspect of the matter has been perceived by earlier writers 
such as J. Laurence Laughlin, J. B. McMaster, William Graham 
Sumner, and more recently by Neil Carothers and Carl Brent 
Swisher.' However, none of these writers has discussed the matter 
in very great detail. Nowhere, as far as I have been able to find, 
has anyone brought out in full detail the significance of the im- 
pact of the tense political situation arising out of the bank con- 
troversy in the spring of 1834 upon the important coinage legisla- 
tion of that year. 

The coinage legislation of 1834 was enacted at a time when the 
fate of the Bank of the United States was overwhelmingly the 
dominant political issue of the day. President Jackson, accepting 
the challenge of Clay and Biddle, had vetoed, in the summer of 
1832, a bill rechartering the Bank, had fought the campaign of 

*See J. Laurence Laughlin, History of Bimetallism (New York, 1805); J. B. 
McMaster, History of the People of the United States (New York, 1894), Vol. IV; 
William Graham Sumner, Andrew Jackson (Boston and New York, 1899); Neil 
Carothers, Fractional Money (New York, 1930); Carl Brent Swisher, Roger B. 


Taney (New York, 1935). 
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1832 with the fate of the Bank as the principal issue, and had been 
triumphantly re-elected. Continuing his attacks upon the Bank 
he had, in the fall of 1833, appointed as Secretary of the Treasury, 
Roger B. Taney, who agreed with him that the federal govern- 
ment should stop depositing funds in the Bank and should pay 
out as rapidly as possible government funds already in the Bank. 
This famous episode of the “withdrawal of the deposits” pre- 
cipitated a bitter controversy in the session of Congress which 
convened in December, 1833, the session which saw the enactment 
of the coinage legislation of 1834. It led the Bank of the United 
States to curtail drastically its loans and discounts, thereby pre- 
cipitating a period of credit stringency. This “pressure,” as it 
was called, was felt throughout the country; in Congress so much 
discussion arose about it and its relation to the bank controversy 
that the session came to be known as the “Panic Session.” Feel- 
ing between the president and the opposition party in Cc gress, 
and between the president’s supporters and opponents in Con- 
gress, was intensely bitter. The president’s opponents, led by the 
formidable trio of Calhoun, Clay, and Webster, controlled the 
Senate; but his supporters controlled the House. Much of the 
time of both branches of Congress was taken up receiving and 
listening to memorials and petitions calling attention to com- 
mercial and financial distress, and placing the blame either on 
Jackson for ordering the withdrawal of the deposits or upon the 
Bank for putting on the “pressure” in retaliation. This was the 
political atmosphere in which the coinage legislation of 1834 was 
enacted. Numerous writers have dealt with the events of the 
“Panic Session.’”* But very few of them seem to have realized 
the relation of the general circumstances of that session to its 
coinage legislation. 

In Congress the driving force back of the enactment of the 
coinage legislation was in the House of Representatives. It came 
from the Select Committee on Coins, whose chairman was, and 
had for several years been, Mr. Campbell P. White, of New York. 
This committee had made a series of reports to the House, three 

* Most recently, Carl Brent Swisher, whose book, Roger B. Taney (New York, 
1935), appeared while this paper was being written. 
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of them long and elaborate pieces of monetary analysis.’ The in- 
consistency of the legislation which Mr. White finally induced the 
House to enact with the legislation indicated by the tenor of the 
reports of his committee, and even with the bill which it reported 
to the House earlier in the session, is a matter of great significance. 
The reports of the White committees all favored the adoption of 
a coinage ratio of 15.625:1. In fact, in its first report this House 
committee had dissented from the recommendation of a Senate 
committee, the Sanford Committee, which had reported on 
December 15, 1830, in favor of the adoption of a ratio of 15.9: 1,4 
to be accomplished by reducing the fine content of the gold eagle 
to 233 26/53 grains. The Sanford Committee felt that such a 
ratio would permit the circulation of gold coins at the expense of 
the circulation of bank notes, and that small silver coins would 
continue to circulate because there would be a physical need for 
small change. But the White Committee rejected the recom- 
mendation of the Sanford Committee, carried on its own investi- 
gations, made different recommendations for three years, and 
then suddenly did an abrupt about-face, inducing the House to 
pass a bill corresponding very closely to the kind recommended in 
the report of the Sanford Committee. Of course the views of a 
congressional committee can evolve and develop with the passage 
of time and the accretion of knowledge in the committeemen’s 
minds. But a careful analysis of the reports of the White Com- 
mittee does not point to any such simple explanation of its abrupt 
about-face in the spring of 1834. 

Consistently in all its reports the committee recommended the 
adoption of a coinage ratio of 15.625:1, even in its very brief 

5 These three reports, made on February 22, 1831, March 17, 1832, and June 30, 
1832, will hereafter be referred to as rst White Com., 2d White Com., and 34 White 
Com., respectively. The texts I have used are to be found respectively in: Con- 
gressional Debates, Vol. VII, Appendix, hereafter cited as C.D., Vol. VII, App.; 
House of Representatives, Report No. 420, 22d Congress, 1st Session, hereafter cited 
as H.R. No. 420, 22d Cong., 1st Sess.; and House of Representatives, Reports of Com- 
mittees, No. 278, 23d Congress, 1st Session, hereafter cited as H.R. No. 278, 23d 
Cong., 1st Sess. This last report contains all the reports of the White Committee, 
including the very short report of February 19, 1834. 

4 See 1st White Com., C.D., Vol. VII, App., pp. cxlviii. 
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fourth report of February, 1834. But in each successive report 
the committee placed increasing emphasis upon the evils of small 
denomination bank notes and upon the desirability of enacting 
monetary legislation which would strike down the currency of 
such notes, replacing them with metallic coins.5 

By the spring of 1834 the White Committee quite definitely 
wanted to eliminate the use of small bank notes. It even went so 
far as to work out a plan for having the government coin under- 
weight small gold and silver coins, an interesting early subsidiary 
coinage plan. It fully comprehended the idea that under the 
proper circumstances and with encouraging legislation metallic 
money could be enabled to supplant bank paper money. It was 
unwilling, however, as late as February 19, 1834, to go beyond 
recommending a coinage ratio of 15.625:1 in its desire to do 
something for gold. On that date the committee introduced a bill 
into the House providing in substance for the adoption of that 
ratio and for a subsidiary small coinage of both gold and silver. 
Yet four months later, when passage of this bill seemed certain, 
Chairman White got the House to strike out everything after 
the enacting clause and substitute a much simpler proposal pro- 
viding for a coinage ratio of 16:1, a ratio distinctly more favorable 
to gold than the 15.625:1 which he and his committee had recom- 
mended theretofore. 

The explanation most commonly given for this sudden change 
by such writers as try to explain it at all has been that it was a 
concession to the new gold-mining interests in the states of 
Virginia, North Carolina, South Carolina, and Georgia. It is true 
that the output of the gold mines in these states had been increas- 
ing steadily since 1824, and by 1834 had become of genuine im- 
portance to the four southern states. Furthermore, Mr. Jones 
of Georgia, one of the principal gold-producing states, was an 
influential member of the White Committee, and it seems quite 
reasonable to suppose that Jones was eager to get the best possible 


5 See the several reports of the White Committee cited above. 


6 See report of the Director of the Mint for 1833. Also an editorial on that report 
in the Washington Globe for June 23, 1834. 
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treatment for gold. It is easy for anyone who is acquainted with 
the objectives and methods of congressmen from silver-producing 
states, as exemplified during the past three years, and in the 
seventies and nineties of the previous century, to deduce that 
congressmen from gold-producing areas would have behaved in 
the same way a hundred years ago. But, after all, the two situa- 
tions are different. The gold-producing interests of the South 
were doing quite well in the early 1830’s. They were marketing 
their output profitably, some of it at the United States Mint and 
some of it abroad as bullion. They had no very great reason to be 
interested in what became of the gold coins made from their 
product after it was coined. The difference between an increase 
of 4.16 per cent and 6.66 per cent in the mint price of gold is cer- 
tainly not likely to have aroused much self-interested feeling in 
the minds of even the most calculating of gold producers.” There 
is certainly no motive of producers’ self-interest here analogous 
to that of American silver producers in recent years, who have 
been striving for legislation that would not merely rehabilitate 
silver as money but would raise its market price by over 200 
per cent.® 

Even if one assumes that motives of gold producers’ self-inter- 
est were much more important than it seems reasonable to as- 
sume they were, one would still have to explain why the assertion 
of these interests in the White Committee was so suddenly fruit- 
ful in the four months between the middle of February and the 
middle of June, 1834. 

The real forces back of the ultimately successful effort to estab- 
lish a coinage ratio of 16:1 were immediately political; what looks 
like friendship toward gold was really more a case of animosity 
toward the Bank of the United States with its circulation of bank 
notes; a golden club was used by Jackson and his supporters to 
belabor their hated enemy, the Bank. The reasons for believing 
these to be the facts must now be examined. 


? This is the difference between the increase in the price of gold provided by 
ratios of 15.625:1 and 16:1. 

® An increase in the price of silver from $0.40 an ounce to $1.28 an ounce is an 
increase of over 200 per cent. 
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The three most important anti-Bank figures in public life were 
President Jackson, Secretary of the Treasury Taney, and Sena- 
tor Benton of Missouri. All were men of great force and ability, 
and all were “hard-money” men. In the spring of 1834, when 
they were engaged in a bitter struggle with the Bank and their 
political enemies, the Bank’s friends in Congress, they seemed to 
believe that gold coins could and should take the place of small 
denomination bank notes in the country’s currency. Further- 
more, they and their supporters, especially that important 
journalistic supporter Francis P. Blair and his Washington 
Globe, professed to believe that the substitution of gold coins for 
bank notes would be a telling blow at the Bank, a blow which the 
Bank feared. 

Taney gave his views to the House Committee on Ways and 
Means early in April, 1834. The committee had asked for them 
during the course of an investigation of the regulation of the 
system of state banks in which federal funds were being kept. 
In their own report the committee made one very significant 
statement to the effect that “further legislation in relation to the 
coins constitutes an important part of his [Taney’s] scheme of 
the currency,” but they made no recommendations upon the 
matter “because a select committee [the White Committee] has 
already brought bills before the House.”® The bills referred to, 
it should be remembered, provided for a ratio of 15.625: 1. 

Taney’s letter to the committee contained a discussion of 
the procedure necessary to reduce the use of bank notes and in- 
crease the use of metallic money, especially gold coins: (1) wind 
up the Bank of the United States; (2) revise the coinage laws in 
favor of gold, including foreign gold coins; (3) refuse to make state 
banks depositories for federal funds if they continued to issue 
small denomination bank notes; and (4) refuse to receive federal 
payments (taxes, etc.) in notes of any bank which issued small de- 
nomination notes. This latter change should be effected gradually 
because the winding-up of the Bank would wipe out some twenty 

* The report of the Committee on Ways and Means, including Taney’s letter to 


it, is to be found in the Washington Globe for April 24, 1834. Hereafter references 
to that paper will be cited simply the Globe (date). 
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million dollars in notes; therefore the state bank five- and ten- 
dollar notes should be kept temporarily alive during the period 
of liquidation of the Bank. Taney favored, however, the ultimate 
extinction of all bank notes up to the denomination of twenty 
dollars. 

Sound or unsound, these monetary ideas were those of the 
Secretary of the Treasury. He was a bitter enemy of the Bank 
of the United States, and he wished to strike down the currency 
of bank notes, including those of the Bank, establishing in their 
place a currency of gold coins. A committee of the House domi- 
nated by his partisans had already brought in a Coinage Bill 
friendly to gold, raising the coinage ratio from 15:1 to 15.625:1. 
Subsequent to the expression of the Secretary’s views, the com- 
mittee “raised its sights” and came out for a ratio of 16:1. Here 
is, at least, a circumstance creating the presumption that the 
committee’s ideas were affected by those of Taney. 

In the spring of 1834 the feeling between President Jackson 
and the Bank’s friends in Congress was especially bitter. The 
Senate had adopted Clay’s resolutions, in effect accusing Jackson 
of having violated his oath of office by acting unconstitutionally 
in the matter of the withdrawal of the deposits. On March 28, 
1834, the very day that Clay’s resolutions were adopted by the 
Senate, there appeared a long editorial in the Globe, the adminis- 
tration’s journalistic mouthpiece, undoubtedly written by the 
paper’s editor, Francis P. Blair, one of Jackson’s confidants. 
This editorial purported to give Jackson’s views as most recently 
expressed to various delegations which had waited upon him in 
connection with the Bank and deposits controversy. The editorial 
said at one point: 


Regarding the Constitution as contemplating no other national currency 
than that of a metallic one, he [Jackson] is understood to entertain the opin- 
ion, that among the greatest evils attending the operation of the Bank of the 
U. States, has been its tendency to defeat this important object. 


The editorial then went on to say that the President believed 
that the Secretary of the Treasury, by a skilful use of the public 
deposits, could encourage the gradual suppression of small bank 
notes beginning with five dollars and working up. Such action, 
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taken “in conjunction with a law changing the standard value of 
gold, which, instead of forming a material part of the currency, 
has, by the operation of the present laws, been converted into a 
mere mercantile commodity—a suggestion which the President 
has frequently made—would place our currency beyond the 
reach of those fluctuations which are now so much complained 
of.” 

Clearly, in late March, 1834, with the senatorial friends of the 
Bank assaulting him almost daily, Jackson held and expressed 
monetary views that were at least partly anti-Bank views. Gold 
was to be the club with which to strike down the currency of small 
bank notes, including especially those of the Bank. But to be 
effective there must be enacted a law “changing the standard 
value of gold,” and the greater the change the surer would be the 
efficacy of the gold club. A ratio of 16:1 would be distinctly 
better than a ratio of 15.625:1. 

Senator Benton’s monetary views are familiar to every student 
of the period who has not failed to read his illuminating Thirty 
Years’ View.*® He was a relentless and formidable enemy of the 
Bank of the United States. During the “Panic Session” of 1833-34 
he, with Forsyth, was Jackson’s principal defender against the 
assaults of the “Bank Senators.’”’ Time and again in his speeches 
he referred to the antagonism of gold money for paper money. 
Only a proper valuation of gold in the coinage ratio and restric- 
tions upon the denominations of bank notes were necessary to 
re-establish the currency of gold, according to Benton. It is not 
going too far to say that persistently during the session of 1833-34 
Benton belabored the Bank and that much of the time he used a 
club of gold. Naturally, it was a heavier club under a coinage 
ratio of 16:1 than under a ratio of 15.625: 1. 

Outside of public life the most vigorous supporter of Jackson 
in his fight upon the Bank was Francis P. Blair and his paper, 
the Washington Globe. This paper had been established by cer- 
tain of Jackson’s supporters as an administration organ. Blair 

7° Thomas Hart Benton, Thirty Years’ View or a History of the Working of the 
American Government for Thirty Years from 1820 to 1850 (New York and London, 
1854). 
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had been brought from Kentucky to serve as editor. All through- 
out the “Panic Session” Blair wrote at white heat, denouncing 
the Bank and its “conscienceless stipendiaries’ in Congress. 
Time and again the Globe contained editorials usually headed 
either “Jackson Money” or “The Gold Currency,” and on a num- 
ber of occasions it reprinted similar editorials from other papers, 
and memorials or petitions on the subjects signed by various 
groups of citizens. Throughout these editorials, petitions, and 
memorials there ran the note that gold money was better than 
bank paper for the common man, and that it would circulate if 
properly valued, provided “the Bank” was destroyed and other 
banks were restricted in the denominations of the notes they 
might issue.” 

During the month of June, 1834, the month in which the 
Coinage Bill was enacted after the White Committee’s abrupt 
switch, the Globe drew the alleged issue between the gold currency 
and the Bank sharper and sharper. In the issue of June 11 a long 
editorial ended by demanding the passage of the “gold bill’ and 
saying, “16:1 is the word. The bankmen, not daring to make 
an open opposition, will work underground, and endeavor to 
frustrate the measure by proposing all manner of fractions be- 
tween 15 to 1 and 16 to 1; but let the gold phalanx stand firm and 
the paper legion will be defeated.” 

Here, ten days before Chairman White moved for the amend- 
ment of his own bill substituting 16:1 for 15.625:1, we have the 
influential Globe declaring in effect that anything less than 16:1 
is a victory for the Bank. 

Again on June 14 the Globe demanded the adoption of a ratio 
of 16:1. This editorial is worth quoting at some length. It said: 

The People want a Gotp CuRRENCY; and so strongly has that feeling 
broke out all over the country, that the Bank Senators who ridiculed a 
metallic currency three months ago, are now dead silent upon the subject. 


They ridicule it no longer, but they are as hostile to it as ever, and will de- 
feat it by indirect means if they can. They prefer a silver currency because 


See the following issues of the Globe: March 29, April 12, April 18, May s, 
May 7, May 13, May 20, May 26, June 2, June 11, June 12, June 14, June 16, 
June 17, June 21, and July 8. The last item is a reprint of an article from the Albany 
Argus. 
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silver is most favorable to Bank circulation, and because the United States 
Bank can then get nearly all the domestic and foreign gold, to sell to Europe 
and the West Indies for « premium. Above all the nations in the world, 
the People of the United States should be most anxious to establish a gold 
currency, and that for three great reasons; which are, first, that a gold 
currency alone can circumscribe, and hold in check, the issues of Bank paper; 
next, because we have domestic gold mines, and can thus supply our own 
NATIONAL CuRRENCY; and third, because from the extent of our country» 
and the travelling habits of the people, a gold currency is the safest and best’ 
which can be used for travelling expenses. 


The editorial then demanded that the circulation of gold be 
definitely established by setting a ratio that unmistakably favors 
it over silver: “Less than 16 to 1 will not do this. Here then will 
be the battle ground between the paper men and the hard money 
men, and every friend to gold should understand the point, and 
march up to it.” 

On June 16, 17, 18, and 20 the Globe ra.. .:milar editorials 
pounding on the point that the Bank was bitterly opposed to 
16:1 and would try to get a lower ratio, and that the enemies of 
the Bank must stand firm for 16:1. 

It is quite apparent that just prior to the passage of the Coinage 
Act of 1834, with its abrupt adoption of a ratio of 16:1 instead 
of the ratio of 15.625:1 proposed earlier in the session, the ad- 
ministration’s influential journal exerted all its influence in be- 
half of the higher ratio. In doing so, it framed the issue as being 
one between the Bank and the anti-Bank forces. It hammered 
away on the idea that the adoption of a ratio most favorable to 
gold would be a blow at the hated Bank. To be sure, it appealed 
for support from the gold-producing southern states on grounds 
of pure sectional self-interest. Probably this appeal obtained 
some support for the adoption of the highest possible ratio.” But, 
for reasons previously discussed, it seems unlikely that this mo- 
tive of economic self-interest was sufficiently strong to explain 
the switch from 15.625:1 to 16:1. 

The correctness or incorrectness of the anti-Bank forces, es- 
pecially Blair and the Globe, in alleging that a gold currency and 


™ It may even have had something to do with the fact that Senator Calhoun 
of South Carolina, a friend of the Bank, was a strong advocate of a ratio of 16:1. 
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the Bank were natural enemies whose positions inevitably rose 
and fell inversely, is not a relevant issue here. A good political 
issue is not necessarily based upon a real economic issue. In times 
of intense and bitter political struggle men are least likely to 
reason in terms of “sound” economics. Emotion and prejudice, 
not reason and cold-blooded calculation, control actions. A ratio 
of 16:1 instead of 15.625:1 can easily become a symbol having 
great potency for generating action. The heated and vigorous 
promulgation of the idea that a ratio of 16:1 instead of 15.625:1 
would be a blow at the hated Bank was likely to eventuate in 
action. Especially was this likely to be true if the friends of the 
Bank, or at least some of them, did not feel that the adoption of 
16:1 was a blow, at least a blow of controlling importance, to that 
institution. 

An analysis of the votes of members of Congress on the House 
and Senate bills which became the Coinage Act of 1834 corrobo- 
rates the foregoing conclusions on the political influences lying 
back of the measure. In the Senate six out of seven members 
who voted against the Coinage Bill had voted earlier in the session 
for Clay’s resolutions condemning the removal of the deposits 
and charging that President Jackson had “‘assumed upon himself 
authority and power not conferred by the Constitution and laws, 
but in negation of both.”** One member, Chambers of Maryland, 
who voted against the coinage bill, had not vcted on Clay’s 
resolutions. Six of the seven voted against the confirmation of 
Taney’s appointment as Secretary of the Treasury; and the 
seventh, Clay, did not vote on this matter. Every Senator who 
supported Jackson and Taney in their conflicts with the Senate 
during the “Panic Session” either voted in favor of the 16:1 
coinage bill or did not vote upon it at all.** On the other hand, it 

13 The National Intelligencer, journalistic supporter of the Bank, consistently re- 
fused to admit that there was any issue between the Bank and the coinage legisla- 
tion. See particularly its issues for June 26 and July ro, 1834. 

™4 The six were: Clay of Kentucky, Knight of Rhode Island, Porter of Louisiana, 
Silsbee of Massachusetts, Southard of New Jersey, and Sprague of Maine (Globe, 
June 30, 1834). 

*s Senators Forsyth, Moore, and McKean, who voted against the Clay resolu- 
tions and in favor of the confirmation of Taney’s appointment, did not vote on the 


Coinage Bill. 
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is true that fifteen Senators who voted in favor of Clay’s resolu- 
tions and eighteen who subsequently voted against the confirma- 
tion of Taney’s appointment voted in favor of the Coinage Bill. 
It must be remembered, however, that the Senate acted after 
the House had already passed its bill providing for 16:1." 

It was in the House of Representatives that the real contest 
occurred. The House was pro-Jackson and anti-Bank. Under the 
leadership of Chairman Polk of the Committee on Ways and 
Means it had adopted resolutions to the effect that the Bank 
should not be rechartered, that the government deposits should 
not be restored to the Bank, that laws should be passed regulating 
the making of government deposits in state banks, and that a 
special committee should be appointed to make a thorough exam- 
ination of the Bank of the United States and its relation to the 
business crisis." 

Unfortunately, it is impossible to get the roll of the vote on the 
passage of White’s bill in the House. The vote was 145 to 36. It 
is, however, possible to get the names of members who opposed 
the bill during the debate.” John Quincy Adams, Archer, 
Binney, Ellsworth, Ewing, Gorham, McKim, Selden, and Wilde 
make up the group. Six of these men—Adams, Archer, Binney, 
Ellsworth, Selden, and Wilde—had voted in April against 
Polk’s resolutions. Furthermore, at the time the vote upon 
those resolutions was taken, the Globe asserted without ~ontradic- 
tion that Gorham, who was absent and not voting, was known to 
be against the resolutions and for the Bank. Ewing and McKim 
are not recorded upon the Polk resolutions, but at the time of 
their passage the Globe alleged that McKim was known to be 
for them.” 

The four members of the House who seem to have borne the 


%6 The Globe for June 30, 1834, reproduces the proceedings and such debate as 
there was. 

7 For an account of the passage of these resolutions, with the vote of the mem- 
bers of the House, see the Globe, April 5, 1834. 

18 Congressional Debates, Vol. IX, Part IV (1833-34), and the Globe, June 23, 
1834, both contain the relevant data. 

19 The statements about Gorham and McKim appeared in the issue of April 7, 
1834. 
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burden of the debate in favor of the White Bill were Cambreleng, 
Gillet, Jones of Georgia, and White himself. All of these men had 
voted in favor of Polk’s resolutions against the Bank. 

The passage of the White Bill came only after an all-day de- 
bate. The opposition first attempted to prevent its passage by 
attaching irrelevant amendments to it. Being defeated here, they 
employed new tactics. Representative Selden moved to amend 
White’s own amendment “so as to establish the value of gold, in 
relation to silver at the rate of one to fifteen and five-eighths, 
as originally proposed by the Committee.”” His proposed amend- 
ment was beaten by a vote of 127 to 52. It, therefore, received 
considerable support. Next, Representative Gorham moved to 
amend White’s amendment so as to make the proportion between 
gold and silver 15.825:1. This proposed amendment was beaten 
by a vote of 112 to 69.” Gorham also proposed an amendment 
providing for the adoption of something closely like what later 
came to be called “‘symmetallism.”’ He discussed his proposal at 
some length, but finally withdrew it.* This amendment may 
have been proposed sincerely as a measure of monetary reform, 
or it may have been proposed to delay and confuse proceedings. 

Commenting upon the passage of the bill in the House, the 
Globe said: 

The Bank forces opposed a furious opposition, and fought like the ancient 
villeins till the stars appeared in the evening. The great battle was fought 
on Saturday, and occupied the whole day. Be it remembered that this 
Saturday was the 21st day of June, just at the summer solstice when days 
are longest and hottest. It was evidently their tactics, first, to stave off 
the bill till the next session; next to befog it in the wilderness of mystifica- 
tion; and finally to sink the relative value of gold and silver to a ratio below 
16 to 1;.... Upon these three tacks, the ultra-bankites made fight, and 
developed in such force about mid-day, as to show that time was their great 
resource, and that their plan was to protract the struggle into the ensuing 
week. The friends of gold then determined upon a permanent sitting till the 
bill was passed. They renounced all idea of adjourning at the end of the 
day, and evinced an invincible determination to sit out the question. This 


2° For a stenographic report of these proceedings see the Globe, June 23, 1834. 
% See Congressional Debates, Vol. 1X, Part iv (1833-34), p. 4652. 
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brought things to an issue and towards sunset the triumphant vote was 
taken, and resulted in an overwhelming majority for the first and truly 
American ratio of 16 to 1. 


On the other hand, the National Intelligencer, journalistic sup- 
porter of the Bank, said merely this about the circumstances at- 
tending the passage of the bill:* “Mr. White made a speech 
explanatory of his reasons for the proposed change, which opened 
a discussion of much learning and great interest, which occupied 
the House till a late hour.” 

Despite the apparent calm with which the Bank party ac- 
cepted the passage of the new coinage legislation, the enemies of 
the Bank continued to hail the measure as a victory for them and 
a blow at the Bank. The Globe for July 1, 1834, carried an 
editorial called “Gold Currency,” in which it said: 

The great bills have passed. The triumphant measure is adopted. Gold— 
the cherished currency of all nations—a currency banished from the United 
States for a whole generation by the power of bank legislation—this precious 
currency once more appears in our land, and, in defiance of bank power will 
diffuse and spread itself throughout the country, and become the familiar 
inmate of every industrious man’s pocket. Such is one of the first fruits of 
the great measure of removing the deposits, and rousing a continent to its 
energies against the oppression of a lawless and gigantic moneyed power. 


The National Intelligencer, on the other hand, ridiculed the 
Globe for its whole attitude in the matter. 

The Globe, in its issues of July 9 and 11, 1834, carried full ac- 
counts of a ““Democratic Celebration” held in Philadelphia on the 
Fourth of July. Among the toasts which it reprinted were the 
following: 

Joun WEBER: “Roger B. Taney: Like Roger Bacon the right sort of 
alchemist, who gives us gold instead of trash.” 

Joun Wituramson: “Gold versus Paper: Riches against Rags; Jackson 
money—heavy enough to make Biddle money kick the beam.” 

W. A. Warp: “Hugh L. White, of Tennessee: His unflagging zeal in 
endeavoring to substitute gold for the stamped paper of an unconstitutional 
bank, will not be forgotten by the rank and file of Democracy.” 


* The National Intelligencer (thrice a week edition), June 24, 1834. 
23 See the issue of July 10, 1834. 
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Ww. K. BrapsHaw: “Andrew Jackson: pure as the gold which he wishes 
to substitute in place of a rag currency.” 

Josern Jackson: “The true advocates of a sound currency: Those who 
are opposed to the United States Bank, and who are in favor of Jackson 
money—gold and silver, the basis of a poor man’s prosperity.” 

BENJAMIN MirFiin: “Quarter Eagles: Dr. Benton’s yellow lozenges; a 
panacea for all diseases in the chest.” 


It seems to be an inescapable conclusion that the adoption of a 
coinage ratio of 16:1 in 1834 was not due to a faulty calculation 
of the real relative values of the two metals. It was not just a 
legislative accident. Nor was the adoption of 16:1 instead of 
15.625:1 due primarily to pressure from the gold-producing inter- 
ests of the South, though such economic self-interest may have 
had some influence in the matter. The principal forces respon- 
sible for the adoption of 16:1 were the “hard money” views of 
Jackson, Taney, Benton, and lesser figures among Jackson’s 
supporters, melted in the white-hot crucible of intense animosity 
prevailing during the “Panic Session’’ and recast by the skilful 
Francis P. Blair in the anti-Bank press, a press of which the 
partisan and influential Washington Globe was the primary work- 
ing part. With almost perfect unanimity the anti-Bank forces in 
Congress swung over to supporting 16:1 as the “Panic Session” 
burned its way on. Friends of the Bank followed in numbers 
sufficient to get the legislation enacted, though some of them fol- 
lowed reluctantly. Other friends of the Bank, among whom Clay 
and John Quincy Adams were conspicuous, held out until the 
last and voted against the bills. 

The consequences of the legislation were not immediately as 
important as its advocates said they would be or as numerous his- 
torians and economists have said they were. But eventually they 
were highly important; and the legislation is, therefore, entitled 
to more detailed explanation than it has hitherto enjoyed. 





PLANNING FOR TOTALITARIAN MONOPOLY’ 


FRANK ALBERT FETTER 
Princeton University 


E author of the book before us defines his subject to be 
“the growth in relative importance of monopoly ele- 
ments” in the price system. He undertakes to answer 
three broad questions (p. 3): “(1) Why have these monopoly ele- 
ments thus developed? (2) How does the resulting imperfectly or 
monopolistically competitive system work? (3) How should the 
policy of social control be changed?” To the first question about 
7 per cent of the text is given; to the second, 81 per cent; leaving 
12 per cent (the last two chapters) for the answer to the third. 
The historical and descriptive pages thus bulk seven-eighths of 
the whole, but in the author’s purpose they are far outweighed by 
the last two chapters in which he essays to answer the third 
question. 


I 


The single chapter in which is described “competition in transi- 
tion” is a fairly comprehensive, if brief, account of that process, 
but at every step readers must be on their guard against expres- 
sions betraying opinions which the author evidently has formed 
in advance of examining the evidence. He puts his finger at once 
(p. 3) upon the primary cause of the transition he is describing; it 
is the recent and rapid progressive reduction in the number of 
sellers in one after another of the leading industries. He rightly 
maintains that the conception of competition as imperfect or 
partially monopolistic is both more realistic and more valid for 
theoretical purposes than the absolute contrast between perfect 
competition and complete monopoly as usually made in the older 
theory and, we may add, usually also by the courts. 

* A review of Arthur Robert Burns, The Decline of Competition: A Study of the 
Evolution of American Industry. New York: McGraw-Hill Book Co., Inc., 1936. 
Pp. xiv+619. $5.00. 
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The author believes that the explanation of the “difference in 
attitude between the perfectly and the imperfectly competitive 
business” (i.e., its desire or likelihood to compete independently) 
“turns upon its size in relation to its market” (p. 8). In turn, the 
cause of the steady decline in the number of sellers is the economy 
resulting “if large quantities are produced under a single organi- 
zation.” But here begin a vagueness and a vacillation of thought 
with regard to the advantages of size and its influence upon com- 
petition which pervade the whole book. There is confusion as to 
what are the advantages of size and of what nature they are. Usu- 
ally and primarily they are technological, that is, they are sim- 
ply the economies of mass production.? But in the same para- 
graph (p. 8) and evidently merged in the author’s thought, there 
and elsewhere, are other causes such as “temporary or local price 
cutting aimed at destroying” competitors, or mergers even when 
“resorted to as a means of attaining a size larger than the most 
economical with the object of securing control of prices” —again 
an astonishing contradiction of the broad proposition which the 
author has assumed without proof. These other causes which are 
evidently not of a technological nature are further described in 


the same chapter under the heading of “Social Policy and the 
Decline in the Number of Sellers” (p. 9), where is briefly indicated 
the influence of loose corporation laws, of mischievous patent 
laws, of unenforced or unequally enforced anti-trust laws, and of 


* The technological nature of the advantage of size is frequently expressed clear- 
ly, as, e.g., “Large scale production is economical because of the subdivision of 
labor, the specialization of tools and equipment, and the substitution of mechanical 
force for human labor” (p. 29); “The development of monopolistic behavior has 
been the inevitable consequence of the development of large-scale production” 
(p. 524); “Industry has been transformed by the impelling force of the economies 
of mass production” (p. 526). A little more cautiously it is said: “‘The size of busi- 
ness is the outstanding, though not the only, cause of departure from competition” 
(p. 525). It is to be noted that the author repeatedly recognizes the relativity and 
limitations of this principle, as “a size larger than the most economical” (p. 8); 
“the inefficiencies of excessive size” (p. 9), so also pp. 382, 398, 457; and near the 
end: “It is probable that the services of large firms are frequently exaggerated” 
(p. 525). Manifestly these statements do not merely qualify; they invalidate the 
more sweeping proposition which is the keystone of the author’s contention that, 
because of the economies of mass production, competition inevitably leads to monop- 
oly. But there is no recognition of this self-contradiction; see further below, nn. 4, 7, 
8, 9, and related text. 
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other laws. In these sixteen pages the author pretty clearly recog- 
nizes the dominant part which statute laws, judicial confusion, 
and executive inaction have had in causing the recent great de- 
cline in the number of sellers. He sees that recent legislative 
changes in corporation law have greatly extended the use of the 
corporate form in industry and have facilitated the organization 
of larger business units than otherwise would have been possible. 
He does not exaggerate at this point the effect of mere size in en- 
hancing productive efficiency. He even stresses its limitations and 
suggests that excessive size sometimes involves such inefficiencies 
that only special effort can make these larger aggregations of 
economic resources as efficient as smaller ones. He emphasizes at 
this point rather the psychological effects of the increasing sep- 
aration of management from ownership under our loose corpora- 
tion laws. The personal ambition of corporation officials leads 
them to devote an excessive share of earnings for plant expansion 
and to promote mergers for mere size, not efficiency, and they are 
strongly assisted by promoters and underwriters eager for profits. 
But these volitional human, legal, and institutional forces so 
clearly recognized in passing are all in the end forgotten. 

At the outset the author stated his thesis to be that current 
monopolistic conditions “‘arose out of contradictions deep in the 
very nature of competitive individualism They are such an 
organic part of the industrial system that it is useless to hope that 
they can be removed by law” (pp. 2, 3). Almost at the end of the 
book he reiterates his belief that “attempts to restore competitive 
behavior by law” are futile, and “the alternative . . . . is for the 
state to acquiesce in the concentration of control over economic 
resources” (p. 526). And again: “Striving after individual com- 
petition ....is fruitless because, by its nature, it cannot be 
established and maintained by law” (p. 529). What is this nature 
of competition which puts it above and beyond all legal and hu- 
man control, which preordains the futility of all efforts to main- 
tain it by law, and which irresistibly, through an impersonal “in- 
dustrial evolution,” transforms it into monopoly? It cannot be 
merely some psychological and institutional factor such as mis- 
taken human laws, misinformed public opinion, and the limita- 
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tions of public officials—legislative, judicial, and executive. These 
are, indeed, major features of the explanation of “the decline of 
competition” in our view—but not in his. He refers rather to 
some impersonal and technological factor so inherent in the na- 
ture of competition itself that human intelligence and human vo- 
lition are powerless to alter or control it. Vague concepts of 
eighteenth-century natural law and of nineteenth-century eco- 
nomic determinism are jostled together in the author’s thought 
with fragments of twentieth-century institutionalism and schemes 
of national planning. So he finds it easy to attribute the results 
of these human, volitional factors to technology, and to conceive 
of the nature of competition as putting the whole process of com- 
petition and the movement of its decline beyond all rational so- 
cial control. Yet monopoly, when inevitably it comes, is to be 
easily controlled! 

As the author sees it, the nature of competition is determined by 
the economy of large-scale production. It is this which opposes 
an insuperable obstacle to any considerable “increase in the 
number of firms,” for this would mean “a reduction in the size”’ 
of firms,’ and “‘if firms are reduced in size some of the benefits of 
mass production must be abandoned.” It is because of his belief 
in this dominating influence of size in determining efficiency 
(costs)5 that the author entertains a mild intellectual contempt 
for all proposals “to restore competitive behavior by law,” espe- 
cially by the real enforcement of the anti-trust laws.° 

3 Whatever that may mean; on which crucial ambiguity see next paragraph. 

4 P. 525; see further on the same page self-refuting admissions that these econo- 
mies “are frequently exaggerated,” that “business could adjust itself to the com- 
pulsion to use smaller units,” and that “smaller firms might ultimately be made as 
economical as larger ones.”’ See also nn. 2, 7, and 8, of this article, on the contradic- 
tory admissions on this point. 

5 Interwoven with the thought of the technological superiority of mass pro- 
duction is the conception of “overhead costs” which the author shares in the ex- 
tremest form with certain contemporary economists—a notion that has been grate- 
fully adopted in business circles as one of the most plausible apologies for current 
monopolistic practices. A critical examination of the many cases in which refer- 
ence is made to costs and overhead costs throughout this book would be helpful, no 
doubt, but would require more space than our entire review, so we must forego 
the undertaking. 

§ See esp. chap. i and pp. 523-25. 
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No doubt contributing to the author’s confusion is the in- 
definiteness of his conception of size in relation to the economies 
of large-scale production. He persistently uses the terms to which 
size relates, such as “single organization,” “concern,” “business 
unit,” and, most frequently, “firm,” without distinguishing be- 
tween single plants and combinations of geographically separated 
plants of like kind. Obviously a single large, optimum-size plant 
under one ownership may enjoy more of technological advantages 
of large-scale production than any one, or than the whole group, 
of numerous smaller plants horizontally integrated either under a 
holding company or by complete amalgamation. The failure to 
make this simple but vital distinction makes impossible a true in- 
sight into the character of the industrial merger movement in 
America. Notoriously horizontal mergers have been largely un- 
dertaken to suppress competition between like independently 
owned plants, and thereby to gain monopolistic control over 
prices. They did not automatically result when physical size (of 
separate plants) was increased in pursuit of the economies of 
mass production ; rather, increasing financial size (common owner- 
ship of a number of like plants) was the means deliberately chosen 
to secure monopolistic control of prices often when there was 
little or no intent or result of increasing the size of the separate 
plants.’ The author attributes to both sorts of increased size the 
same increased technical economies. This fallacy largely vitiates 
his argument. 

At one place (p. 419), indeed, the distinction is made between 
vertical and horizontal integration, and the vertical kind is dis- 
cussed with no implication that it includes more than one plant of 
a kind—rather with the implication that it does not. In this con- 
nection the author waived aside all consideration of “horizontal 
integration” as not falling “within the scope of the present 
chapter,”* but he does not systematically treat it anywhere 


7 A fact incidentally but confusedly recognized by the author, e.g., on p. 8. 

* Chap. ix, “The Integration of Industrial Operations.” Despite his disavowal, 
the author did in this chapter, under the subhead “Territorial Integration” (pp. 
456-60), give a brief treatment of horizontal combination, but one involving a 
complete inversion of his usual argument on the technical advantages of large- 
scale production, for it recognizes momentarily that smaller plants “in different 
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else. If he had, he could hardly have escaped some further 
doubts of the proposition that competition necessarily evolves 
into monopoly because of the technological economies of large- 
scale production. 

In a scant half-chapter the author has concluded his answer to 
the question: Why have monopoly elements developed so rapidly 
of late in America? This answer is fallacious in its reasoning, is 
contradicted by his own admissions, and is unwarranted by the 
evidence he himself has presented. The major conclusions of the 
work depend on his unsound premises. 


II 


Much additional evidence serving further to contradict the 
author’s conclusions in chapter i, but not so recognized by him, is 
contained in his next nine chapters which he intends and believes 
to answer only a different question: ‘How does the resulting im- 
perfectly or monopolistically competitive system work?” The 
multifarious practices which he describes and analyzes in the next 
479 pages are, as he sees them, but the sequence of the monopolis- 


tic conditions whose causes he believes he has shown sufficiently 
in the first chapter. He does not think of these practices as the 
means and methods by which the decline of competition has been 
brought about; they are merely passive consequences. Such a 
conception implies a false picture of the process. The author 


localities under common control” (p. 457) are often even more efficient than a 
single large plant “expanded beyond the size necessary to secure plant economies” 
or “in excess of the optimum size of a production unit.” The accompanying brief 
discussion emphasizes the unquestioned fact that a large company aiming to “se- 
cure business over a large part of the whole country” (p. 457) finds it economical 
to have numerous scattered plants rather than fewer and larger plants. The dis- 
cussion, however, is pervaded with the curious implication that a small local plant 
owned by a large corporation has somehow an advantage of nearness to its con- 
sumers that is due to “horizontal integration”—an advantage which would not 
equally be enjoyed by any single plant under separate ownership if only local dis- 
crimination (often cutthroat) co.:'d be prevented. 

* Once, incidental to the discussion of “the survival of firms” and “ejection of 
firms” having durable plants and “specialized equipment,” there is interjected the 
interpretative phrase “‘firms, in the sense of the management unit’’; but this fleeting 
recognition of ambiguity in the term “firm” never is brought into relation to the 
economies of mass production. 
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views “the decline of competition” as a fatalistic evolution (ob- 
serve the word “evolution” in the alternative title of the book) of 
the impersonal and objective weaknesses inherent in the nature 
of competition itself, and operating independently of and beyond 
the control of human volition. Collective social action has had 
nothing to do with this decline and is powerless to retard or to 
reverse it. A strange reincarnation of the laissez faire doctrine! 
Then with startling inconsistency we are told that society, bu- 
reaucractically organized, can successfully administer a régime of 
universal industrial monopoly. This is not reason; it is the primi- 
tive impulse to vanquish one’s enemies by superstition before the 
battle begins, or the more subtle attempt of the socialistic re- 
former to paralyze the will of his opponents by invoking against 
them the philosophy of history or its present question-begging 
equivalent, “economic evolution.” 

The nine chapters mainly given to a painstaking résumé of the 
factual material in this field since 1890 are the main, if not the 
only, justification for the book. Taken for what they are, and not 
for what the author assumes that they prove, and after expurga- 
tion of numerous patently erroneous comments, these nearly five 
hundred pages give a new and useful grouping of the voluminous 
materials under the headings of “The Trade Association,” “Price 
Leadership,” “Sharing the Market,” “Stabilization of Individual 
Prices,” “Price Discrimination” (two chapters), ‘Non-price 
Competition,” and “The Policies of the NRA.” Nowhere else is 
there so easily accessible such a complete digest of the materials 
scattered in the publications of the Federal Trade Commission, 
judicial reports, counsels’ briefs, and the large secondary liter- 
ature on this subject—although the latter is disparagingly re- 
ferred to (Preface, p. v) as “too much concerned with judicial 
efforts to apply the anti-trust laws, and too little with the under- 
lying forces making for change.”” Many judicious readers will 
surely share the regret that this work was not limited to the sim- 
pler factual sphere instead of being rashly expanded into a project 
of economic revolution resting on shallow philosophic foundations. 

Special favorable attention should be called to the discussion of 
the basing-point practice which takes up nearly a fifth of the more 
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descriptive portion of the book. Here, agreeing at almost every 
point with the views expressed by the Federal Trade Commission 
in the Pittsburgh Plus decision and in its N.R.A. reports, the 
argument is at its best, undeceived by the conventional argu- 
ments used to justify the practice. It is characterized clearly as 
“price discrimination” (pp. 273 ff.) and as “imperfectly competi- 
tive,’ as making for higher prices, as wasteful, etc. In short, the 
apologists for the basing-point practice will find scarcely a crumb 
of comfort in these pages. For the moment, at least, the author 
sees it in its true light—as a network of actions by individuals and 
groups motivated by the desire for larger profits and acting with- 
out regard to the interests of other industries or of the consuming 
public. And yet—and this is consistently characteristic of his 
attitude—he never expresses the slightest desire to see these prac- 
tives curbed in any way or the least faith that anything can be 
done to restore a better state of competition—rather the contrary. 
Thus he effectively brings aid and comfort to the camp of the 
monopolists, for around the basing-point practice center most of 
the systematic monopolistic practices of contemporary business. 
Again the author exemplifies his belief that nothing worth while 
can be done to curb the growth of industrial monopoly no matter 
how offensive its practices may be to the living generation of men. 
Also, in line with more thoroughgoing socialistic reformers, his 
principle seems to be that things must be allowed to grow worse 
before they can be made better. Confiding in his plan for rebuild- 
ing the economic edifice, he awaits the catastrophe with a blend 
of British calm and American eagerness. 

We should not conclude our comments on the first ten chapters 
without calling particular attention to the inconsistent conception 
of discrimination which pervades them and which doubtless con- 
tributes in part to the author’s false conclusions. The two chap- 
ters on “Price Discrimination” (almost entirely devoted to the 
basing-point practice) are the one bright spot, for they begin 
with a correct definition’® and adhere to it rather consistently for 


%° P. 273; the definition given is: “Price discrimination occurs wherever a seller 
sells a homogeneous commodity at the same time to different purchasers at different 
prices.” 
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ninety-odd pages. Elsewhere in the book, however, the term 
“discrimination” is dropped out of use almost entirely™ in favor 
of the ambiguous term “price cutting” taken from confused busi- 
ness usage. 

In a large share of the hundreds of cases where the term “price 
cutting” is used, the context indicates that it means simply reduc- 
ing the price either below what it has been or below that of com- 
petitors (it is not always clear which) without a hint of discrim- 
ination between buyers." Many other times it seems to be used 
loosely to mean both discrimination and a reduction of the general 
market price brought about eventually by the attrition of secret 
discrimination, but the reader can only guess which."* Quite as 
often price cutting rather evidently means “discrimination” in 
the proper sense as before defined. With the term thus recklessly 
used are coupled various more or less opprobrious adjectives 
such as “local,” “drastic,” “primitive,” “cutthroat,” “destruc- 
tive,” “dangerous,” etc. In some cases these words may be meant 
to imply injury to consumers and to competitors, but in general 
(following the bias of business usage) what evidently is meant is 
that there is danger and destruction to the monopolists and to the 
higher prices and the price structure which they are trying to 
maintain at the expense of the public. Inasmuch as one of the 
chief causes of failure in past attempts to enforce the anti-trust 
laws has been just this sort of confusion as to the meaning of dis- 
crimination (and of its ambiguous synonym “price cutting”’), it is 
not remarkable that the author should misjudge the cause of past 
failure of enforcement. Inasmuch, too, as the strongest hope of 
better future success in maintaining and improving a system of 
fair competition lies in a clear understanding of the nature of dis- 
crimination, it is not surprising that the author has abandoned 
hope of improving competitive conditions in any measure by any 
social action. 

™ At times “discrimination” occurs in the bizarre sense of selling below cost at 
prices uniform to all buyers (such is the implication), e.g., pp. 441 and 451. 

” E.g., pp. 20, 27, 28, 29, ef passim. 

3 E.g., early in the book on pp. 2 and 20, near the end on p. 531, and frequently 
in between. 
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The answer to the second question in this book is as unsatisfac- 
tory as was that to the first question. It is easily shown that the 
present imperfectly competitive system works rather badly in a 
number of ways, but as to why it works that way there is scarcely 
a word, and still less as to how it might be made better. The evi- 
dence is used rather to clear the field for the author’s plan of uni- 
versal bureaucratic monopoly. 


III 


In the last two chapters under the general title, ““The Problem 
of Social Control,” the author seeks (Preface, p. vi) “to set out the 
far-reaching implications of any social control’’—having con- 
vinced himself by the devious reasoning which we have been re- 
viewing that universal industrial monopoly is inevitable and that 
a very far-reaching and very absolute control by the state over all 
industry is therefore desirable. Forecasting in the Preface (p. vi) 
what he proposed to do in the first of these two chapters, that on 
objectives, he had said: “No satisfactory social control fof the 
kind he contempiated] will be possible until we are ready to make 
a clear, deliberate, but exceedingly difficult selection of objec- 
tives.’’ With this one remark the reviewer is in full agreement, but 
by this test the author himself fails to make even the beginning of 
constructing a satisfactory plan, for he weakly adds: “I have 
tried to set out the nature of the available choices.” Merely that, 
and when he comes to this subject near the end of the book (p. 
522), he is not himself ready to make a choice between the numer- 
ous and puzzling alternatives which he outlines. He passes them 
all on to be decided by the future state. No, there is one excep- 
tion. He had already told us repeatedly that he would discard 
completely “the requirement of competition by law.” So all he 
does in the three pages (pp. 523-26) in which he discusses it as an 
alternative policy is to confirm that decision, although he par- 
tially recants it a few pages later. 

In the remaining forty pages of the chapter are considered the 
objectives under the policy of “acceptance of the concentration of 
economic power” (pp. 536 ff.). Summarily dismissing the contem- 
porary business ideal of “self-regulation of industry,” he devotes 
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the rest of the chapter to describing the many bewildering prob- 
lems to be solved under the policy of “acceptance of concentra- 
tion of economic power and state participation in its exercise” 
(pp. 529-65). 

The thoughtful reader will surely question whether more to ad- 
mire the honesty with which the great difficulties are admitted or 
more to marvel at the lightheartedness with which they then are 
at once ignored. The state, we are told, must “decide upon the 
criteria of price policy” (p. 531) and whether “to prevent prices 
from falling below cost of production; but how is cost of produc- 
tion to be calculated?” Verily, how? The author admits many 
difficulties but discreetly makes no attempt to answer his own 
questions. Then on and on, in a long catalogue of the same prob- 
lems that the author has declared to be impossible of solution in 
a régime of competition, plus many others* which do not now face 
any public agency simply because responsibility under conditions 
of private competitive enterprise are so decentralized that count- 
less decisions are made by the individuals or by the groups taking 
the financial consequences. Who is to make these difficult deci- 
sions under universal monopoly? However great in this book is 
the emphasis on the magnitude of these tasks, no slightest fear is 
ever expressed that they will not be perfectly performed. Mere 
men are helpless, but the deus ex machina is there all ready to de- 

™ Some examples: “Two policies of control may be analyzed” (p. 536); “Social 
policy may be aimed at the restriction of prices” (p. 537); “Rationing is possible 
but extremely cumbrous” (p. 537); “Attempts... . may seriously increase un- 
economical allocations of investment” (p. 537). The author reveals his belief that 
the control over “expansions of plant capacity, replacements of existing plant” 
that was tried under N.R.A., and which he elsewhere finds to have failed in almost 
every detail, was too “restricted” and “inadequate” (p. 538 f). The state “must 
calculate the price” that will yield “a normal return when it is occupied with what 
is regarded as a reasonable percentage of its capacity” (p. 539). But what is a “nor- 
mal” return—by whom “regarded”? What is a “reasonable” percentage? Again 
the author answers with silence. Then comes a sobering thought: “The disad- 
vantage of direct planning of these adjustments is, of course, that it will encounter 
bitter opposition from those required to abandon their industrial position. There 
would be someone to blame for this abandonment whereas under a competitive 
system there is no one” (p. 540). Scores of other statements setting forth the in- 
superable tasks to be performed in this bureaucratic utopia occur in the last two 
chapters. They are simply left on the doorstep of the future omniscient and omnip- 
otent state. 
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scend backstage to the rescue. Enter the abstract entity, “the 
state.”’*s 

The state we have with us now, but the all-wise, all-powerful 
state of the utopian bureaucracy is no such weak and fallible 
creature as that which the author declares is now so impotent in 
its attempts to enforce the anti-trust laws. This future state, we 
learn, will even be able to control competition, turning it off and 
on at will, preventing it just to the extent that the state desires 
(pp. 530-64, passim), or “enforcing” (p. 534) or “encouraging” 
(p. 546) it by some magic power which the present state does not 
possess. How and why is this mysterious change to be brought 
about? This important feature of the blueprint is unfortunately 
missing. 

Of the final chapter the author makes only the modest claim: 
“T have attempted no more than a very general discussion of the 
means of control” (Preface, p. vi). And later, when beginning 
this chapter, he says: “Exhaustive treatment would be neither 
appropriate nor possible” (p. 566). In fact, however, his discus- 
sion of means is much more explicit and definite than his preced- 
ing evasive discussion of objectives, which was left very much in 
the clouds as he confesses: “The foregoing study of . . . . prob- 
lems of social policy must finally come to earth in the discussion of 
administrative aspects of social control” (p. 566). 

The last chapter, at least, gives to the abstraction of the state a 
somewhat concrete embodiment, and in the end leaves no doubt as 
to what the author conceives to be the general nature of the state 
to which he would like to see “transferred from private citizens 
the power to determine private investment, output, prices, stand- 
ards of efficiency of operation, proper rewards of each of the 
classes contributing to production, etc.” (p. 566). By the state in 
all this discussion is meant a certain group of men to be intrusted 
with authority over their fellow-men and their property. It is a 


8 This term occurs about a hundred times in these closing pages, and perhaps 
another hundred times it is the antecedent of the pronoun “it”; i# may do this, and 
it might do that, and i# must do the other things; always it is “the state.”” Scores of 
times occur cognate expressions such as “state control,” “state participation,” 
“state intervention,” “state action,” “state assistance,” “state policy,” etc. 
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bit disturbing to discover that this group which is to direct the 
innermost details of all business is not to be composed of a new 
race of supermen but is to be made up of just the same imperfect 
humanity that has been having such poor success in the much 
simpler job of regulating competitive industry from the outside. 
The author for a moment trembles, and then he dispels the evil 
with this pious wish: “In transferring these functions to the state 
it is generally assumed that they will not be exercised by individu- 
als who will use them to maximize their own incomes; the object 
of the transfer is to secure decisions in the interests of the social 
group” (p. 567). Thus easily the author insures that the bu- 
reaucracy of the future state will have a far-higher type of per- 
sonnel to regulate business than that in the present state whose 
efforts he has described in such uncomplimentary terms. 

Secure in this regard, he then turns to the choice of the best 
type of group to exercise the power of the state—in fact, to be the 
state—in controlling industry. Since legislative bodies cannot be 
expected “to define policy other than in terms of brief general 
formulae” (p. 569), they are quickly dismissed from considera- 
tion—not, however, without a parting feeble “hope of a more re- 
sponsible attitude by Congress” (p. 570). But no hint is given of 
the grounds for this hope nor any reason why this should be hoped 
for when nothing is to be left for Congress to do. 

The courts are even more summarily disposed of. “Judicial 
officers lack the training necessary to handle problems of econom- 
ic control.”” Then follow some justifiable strictures on the undue 
preference shown in the past by the courts “to contemplate the 
probable intent of the parties rather than to analyse the conse- 
quences of behavior,” on the “Unreason wasted upon the ‘rule 
of reason,’ ”’ on “a fantastic verbalism” of the courts and their 
“naive notion of competition” (along with other suggestions less 
justified); and then comes the verdict: “Judicial bodies are not 
especially qualified for the function of selecting desirable ends or 
analyzing the means of attaining them” (pp. 570-71). 

The legislative and the judicial departments and all idea of a 
balance of power under our outgrown Constitution thus being 
easily put out of the picture (and apparently the sovereign people 
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also), the author declares that “the delegation of control to a new 
authority is indicated” (p. 571). This, however, turns out to be 
the already familiar executive agency—an administrative com- 
mission, but one to be intrusted with greater powers and less 
bound either by definitions of legislative policy or by judicial in- 
terpretations than any commission of which we have any experi- 
ence. Indeed, the author betrays, perhaps inadvertently, that 
this purified and perfected commission is to be the totalitarian 
state in which are to be congregated all powers in regard to indus- 
try (p. 573). It is to exercise the legislative function of deciding on 
general policies and the judicial function of interpreting them, not 
merely the function of an administrative commission as now con- 
ceived. It is also to enforce its decrees by “deprivation of prop- 
erty or liberty where individuals fail to accept the policy selected 
by the administrative body” (p. 585). 

Repeatedly it appears that the existing commission which 
most nearly approaches the author’s ideal is the Federal Trade 
Commission whose personnel and past accomplishments, we are 
again told, leave much to be desired. It has not attracted and 
under present conditions “cannot attract able men” because 
“hampered by the judiciary,” “limited by political pressure,” 
(p. 574), and “moulded by the careful selection of its personnel” 
and by pressure from the executive arm of the state” (p. 585). A 
sad state of affairs, but in one sentence we are told truly the chief 
trouble to be feared alike in the future and in the present state: 
“If the executive is not anxious to secure able administrators 
there is of course no effective means of compelling him by statute 
to secure them’”’ (p. 574). 

All this is very bewildering to the humble searcher after truth. 
No one will argue against the ancient ideal of “the philosopher 
king”’—if there can be found an infallible way to insure his selec- 
tion. But the author suggests no change in the present methods 
of appointment by the president “by and with the advice and 
consent of the Senate” whereby this miracle is to be wrought of 
insuring the selection of commissioners worthy to perform the 


6 The context implies that this means to its detriment, as by the intentional 
selection of inferior or subservient members. 
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vastly more difficult functions of the state as he would have it. 
Later, again, he is troubled with this misgiving, and says truly: 
“In the last resort the kind of policy pursued will be determined 
largely by the type of person appointed” (p. 589). But he barely 
glimpses this truth with respect to the past ineffective enforce- 
ment of the anti-trust laws by the Department of Justice and the 
Federal Trade Commission. Failure in that case was simply 
written in the stars because of “the nature of competition!” 

Before the end the author begins to be haunted by visions that 
the complete transfer to the state of the “authority over economic 
resources” will be “the starting point of violent conflict” (p. 579). 
Throughout the last pages run vague and uneasy suggestions of 
resort to public opinion, to publicity, and “appeal to reason,” 
partly to help enforce the commands of the state by boycotts and 
ostracism, and partly “to clarify . . . . the basic objectives of the 
state’’—that is, the ideas of the group of men who are to consti- 
tute the state."? But does not public opinion have a réle at least 
as important to play now in our efforts to maintain a policy of free 
and fair competition as it could have in the author’s ideal state of 
dictatorial monopoly? The incredible answer of the book is no. 
Its greatest disservice is just this, that its aim and tendency are to 
weaken the present will of our people to maintain free economic 
institutions and the efforts of individual citizens, gravely con- 
cerned for democracy, to make such a policy effective. 

There is no question of the author’s conscious honesty or of his 
good social intentions. He is a member of the economics faculty 
of a renowned university. He has been assisted in his studies by 
grants from a great research fund and by the council of research 
of his own faculty. This book is more than a personal expression ; 
it is the manifesto of a contemporary school of economic thinking 
regarding the place of competition and of monopoly—a school 
which is exercising a noteworthy influence. This blueprint of the 
totalitarian monopolistic state is intended to apply to American 
conditions. Eight years were consumed in its preparation (Pref- 
ace, p. vii). It is not lightly to be brushed aside. 


*7 See esp. pp. 585-89. 
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Accordingly, this review has not attempted to pass judgment 
on the author’s views from the standpoint of a different social 
philosophy, and merely to express a different personal preference 
as to the kind of society we might like to live in. That is a matter 
of taste about which, as we are frequently reminded, “there is no 
disputing.”’ If enough other citizens of our democracy come to 
yearn for the autocratic monopolistic state idealized by the author, 
the nation will some day give it a trial, come what may—logic or 
no logic. But if a case is to be made for universal monopoly that 
will impress rational minds, such a book remains to be written. 
We have simply sought dispassionately to measure the thesis of 
this book by its own internal evidence and to test the consistency 
of the author’s reasoning on his own assumptions. 
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CARTEL PROBLEMS: A REJOINDER 


“On the whole,”’ says Dr. Myron W. Watkins in his review of my book on 
Cartel Problems in the August, 1936, issue of this Journal, “Dr. Pribram’s 
contribution to the analysis and appraisal of cartel tendencies and policies 
....Fepresents a respectable piece of work. It is handicapped, however, 
. . . . most heavily perhaps by a myopic preoccupation with the endemic in- 
stability of capitalism.”” ‘The most skilled therapeutic art,”’ the reviewer 
continues, “avails little, it is said, in default of accurate diagnosis. If this be 
so, the economic clinician who proceeds upon the unexamined hypothesis 
that capitalism suffers from a fatal malady (tendency to overexpansion or 
overproduction) might do well to ask himself whether such ‘cures’ as seem 
appropriate, either self-administered or applied by compulsion, may not be 
worse than the disease.” 

The following short comments on Dr. Watkins’ criticism are not prompted 
by author’s ambition to see the results of his analysis whole-heartedly in- 
dorsed by others, but by the fear lest an economic problem which, in my opin- 
ion, is of first order of importance might be obscured and, consequently, even 
neglected when considered from the viewpoint which appears to have been 
adopted in the passage quoted above. It is, broadly speaking, the problem 
whether “collective monopolies” whose creation and maintenance is the es- 
sential purpose of cartelization can be made the object of efficient economic 
policy unless they are conceived as outcomes of clearly defined market situa- 
tions. This problem, along with other aspects of collective monopolies, has so 
far received little attention in American literature, perhaps because it was 
never clearly formulated. However, the importance of this problem can 
easily be evidenced by the fact that “collective monopolies” cover a wide 
range of monopolistic situations: any such situations as are not ruled by 
single, unified profit-making purposes but by combinations of such purposes 
entered upon with the object in view to eliminate competitive struggles and 
to secure each partner an adequate share in the market. Recent American 
economic history is rich in combinations of this type. 

Fundamental to my analysis of cartel tendencies and cartel policies has 
been the general thesis that collective monopolies, as a rule, owe their ex- 
istence to conditions prevailing on depressed markets, whereas creation and 
development of strong single monopolies (by mergers, combines, trusts, inter- 
locking directorates, etc.) are fostered by expanding markets and prosperous 
business conditions. This thesis has been derived from the general character- 
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istics of cartelization; it is, moreover, confirmed by the history of the Euro- 
pean, particularly the German, cartel movement. Its validity is, as such, 
quite independent of the question whether there exists an “endemic insta- 
bility of capitalism.’’ My second thesis has been that the policy adopted by 
collective monopolies, particularly their price policy, is, as a rule, clearly dis- 
tinct from the policy pursued by single monopolies and that, moreover, 
cartel policy reveals other aspects when applied to contracting than when 
applied to expanding markets. Hence the specific importance which is to be 
attached to alternations of prosperity and depression periods in analyzing 
the development, the policies, and the effects of collective monopolies. Also 
this approach to the problem bears no direct relation to the question whether 
“capitalism suffers from a fatal malady (tendency to overexpansion or over- 
production).”’ 

I have tried to analyze and to appreciate the economic forces which so 
strongly make for cartelization when markets are contracting. However, 
insight into and acknowledgment of these forces are not to be confounded 
with biased predilection for collective monopolies. The results of my analysis 
were likely to lead to the conclusion that behavior of cartels and their policies 
are largely influenced by partial or sectional equilibrium concepts centered 
on specific markets which are regarded as well-defined entities on which only 
limited volumes of output can be sold at profitable prices (p. 89). Hence the 
conclusion has been arrived at that “economic reasoning cannot but recog- 
nize the fact that collective monopolies, though conducive to increased rigid- 
ity of the economic system and, consequently, impairing the re-establishment 
of general economic equilibrium in depression periods, are nevertheless the 
legitimate offsprings of such periods, in the sense that they are generated by 
the need for economic self-defense and for avoiding self-destructive strife.” 
This need has been shown to be the greatest in such industries in which cost- 
accounting is loaded with a heavy burden of fixed capital investments. Under 
these conditions adaptation of output to restricted markets and falling prices 
is made more painful by the tendency of costs per unit of output to rise along 
with reductions of the volume of production (p. 37). 

The more I was anxious to emphasize the problematic effects of carteliza- 
tion on the economic system as a whole, the less it came to my mind to recom- 
mend the creation of collective monopolies as a “cure”’ designed to remedy the 
“instability” of the capitalist system. What I endeavored to convey to the 
American economists and politicians is the insight into the obvious fact that 
during the last depression official policy under the N.R.A. for the first time 
temporarily facilitated collective combinations animated by a philosophy 
substantially similar to that of cartelization. If my analysis of the European 
cartel movement is fairly correct, it is to be expected that in this country also 
future severe and long-lasting depressions would largely contribute toward 
strengthening the forces which have inspired the temporary deviation from 
past economic policy as defined by anti-trust legislation (p. 234). To provoke 
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a discussion of the economic policy to be adopted under such conditions was 
one of the main objectives of my study. To prepare and facilitate this dis- 
cussion I started from a systematic grouping of all kinds of collective mo- 
nopolies; the principles of classification underlying this grouping were de- 
rived from the risk concept and the various methods adopted for shifting 
the risk resulting from contracting markets to other economic groups. Unless 
such a grouping is adopted, no clear insight can be arrived at into the rami- 
fied problems of collective monopolies which vary widely as between the 
various types of employers’ organizations commonly covered by the vague 
expression “‘cartels.’’ Again, the distinction made between various types of 
state policy was intended to bring into relief the most important lines of 
social and economic philosophy which have so far been adopted in regulating 
cartel movements and cartel policies. I am ready to discuss the validity and 
appropriateness of the principles of classification adopted; but I cannot see 
how—apart from outright prohibitive devices—efficient regulation of carteli- 
zation can be attempted unless based on what, in Dr. Watkins’ opinion, are 
“taxonomic exercises.” 

In conclusion I venture to raise the question whether my approach to the 
problem of collective monopolies, as outlined above, is rightly to be qualified 
as “myopic preoccupation with the endemic instability of capitalism’’? If 
this approach is to be termed “myopic,” how is the farsighted or macroscopic 
approach to be defined? Is it to be based on a hypothetical stability of the 
capitalist system marked by uninterrupted market expansions and moving 
equilibriums? In that case the problems involved in the functioning of col- 
lective monopolies would be reduced almost to insignificance since their most 
important aspects are connected with phenomena produced by contracting 
markets. There does not exist, as far as I know, any other appropriate at- 
tempt to explain the striking vicissitudes of the cartel movement than the 
line of approach which I have chosen, viz., the establishment of a far-reach- 
ing correlation between the creation and development of collective monop- 
olies and the general economic conditions obtaining in depression periods. 
It may perhaps even be arguable that analysis of collective monopolies would 
have made greater progress than has actually been the case had it been in- 
fluenced in a far greater measure by what Dr. Watkins terms “myopic pre- 
occupation with the endemic instability of capitalism.” 


Washington, D.C. 
K. PripRAM 


Money and Banking. By Horace Waite. New edition, revised and 
enlarged by Cuartes S. Tippetts and Lewis A. FRoMAN. Boston: 
Ginn & Co., 1935. Pp. xiv+808. $3.50. 

First published in 1895, this book has long been recognized as a 
standard text in American colleges and universities. The present edi- 
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tion retains most of White’s historical chapters (a good third of the 
book), which are still the most intelligent and satisfactory to be found 
anywhere, but is substantially re-written and enlarged to include de- 
scriptive, analytical, and statistical material covering functions, opera- 
tions, principles, and policies such as are called for in a comprehensive 
textbook on money and banking. In thus changing the character of the 
work, the revisers curiously omitted (except for the brief history of 
Federal Reserve policy in chap. xxvi) the writing of a historical chap- 
ter in the same tenor of White’s treatment covering the period from 
1914 to 1931, where the narrative is again picked up in chapter xxx 
(on “Recent Monetary and Banking Legislation’). 

The organization of chapters follows orthodox lines. Money is 
treated first; then, beginning on page 326, banking; with chapters on 
foreign exchange, non-commercial banking, and security markets in- 
terspersed. The usual difficulties of such artificial separation arise, 
probably as a result of the broader conception now given to money, and 
the emphasis placed upon loan and investment or credit functions of 
commercial banks. It was logical for Horace White, with his restricted 
definition of money, to separate the subject into two more or less inde- 
pendent categories, and it worked satisfactorily so long as he confined 
himself to historical treatment of these subjects. Under this arrange- 
ment, however, no real consideration of monetary and credit problems 
was possible, since money, credit, and banking are highly integrated 
rather than separated phenomena; nor can banking be adequately 
treated solely as a monetary mechanism. White’s precedent has set 
the standard pattern or mold which was later conventionally followed 
until a broader conception of money came to be commonly accepted, 
and until the credit function of commercial banks received more ade- 
quate treatment. The inclusion of bank notes and “deposit currency” 
in the definition of money, and the recognition of commercial banks as 
more than note-issuing institutions, has led many authors to reorgan- 
ize texts in such a way as to present the mechanics and operation of 
commercial banks before introducing the student to monetary, credit, 
and price problems. The failure of the present authors to do this has 
led to many difficulties. For example, their definition of money in- 
corporates “bank notes” which need to be treated in chapter vii (again 
in chaps. xv, xx, xxii, xxv, xxx, as well as elsewhere) before taking up 
the value of money and prices in chapter viii. But the value of money 
and price phenomena presume familiarity with bank credit and bank 
operations, which subjects are not systematically considered until the 
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chapters on functions and bank statements (xv and xvi), and the his- 
torical chapters from xviii to xxvi. There is also strong pedagogical 
reason for postponing controversial matter and abstruse theory, such 
as is found in chapters v and vi on “Monetary Standards” and chapter 
viii on “Prices and the Value of Money,” until after the student has 
covered the more descriptive and mechanical operating aspects of the 
subject. Much repetition and doubling back might be avoided if such 
theoretical and controversial material were found in one place—before, 
say, chapter xxx on “Recent Monetary and Banking Legislation” 
(which, incidentally, is a very excellent chapter). 

Even more difficult than the question of organization is the co-ordi- 
nation and adjustment of old and new monetary and credit theories. 
It is doubtful that Horace White, ardent supporter of sound money and 
the gold standard, severe critic of fiat-money experiences, had he lived, 
would have had much sympathy with the present managed-currency 
and credit-control schools, and he probably would have had little pa- 
tience with the recent American monetary experiments. Yet the break- 
down of the gold standard and the influence of new schools of thought 
are realities to be dealt with and the revising authors have not shirked 
their task. With deft hands they have taken full account of the many 
changes which have occurred during the war and post-war periods, 
have made use of recent contributions both theoretical and factual, and 
have re-written the old part so as to eliminate what might easily have 
become incongruous. Chapter viii, on “Prices and the Value of Money,” 
probably gave them the most trouble. It would be difficult to classify 
the authors as belonging to any particular school of monetary thought. 
They support a liberal interpretation of the quantity theory, but their 
identification of the “equation of exchange” with the quantity theory 
is confusing (p. 194). The equation may be used to interpret any 
theory. 

The authors have mild faith in currency and credit control, believe in 
managed currency as an ideal, but appreciate the practical, especially 
the political, difficulties involved. They believe that the world will re- 
turn to the gold standard gradually, and perhaps on the United States 
model of 1934 (p. 103). In regard to banking theory, they are orthodox 
and eclectic for the most part. They describe and discuss, but do not 
conclude. If we are to have stabilization (pp. 109-12) we need to know 
more, must develop a technique, and must remove the control authority 
from politics. 

Barring a few minor errors, the factual data and their interpretations 
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are accurate, authentic, and discriminating. Unfortunately, 1935 
changes already call for some revisions, revisions which can, however, 
be easily made since their direction was foreseen. The authors’ style 
is forceful, simple, direct, the contents easy to grasp and teachable. 
References at the end of the chapters are not complete citations, but 
may be easily found with the aid of a guide or library help. In its new 
form, this volume should again take its place as a foremost standard 


textbook on the subject. 
JAMES WASHINGTON BELL 


Northwestern University 


The Theory of Monetary Policy. By BHALCHANDRA P. ADARKAR. Lon- 
don: P. S. King & Son, Ltd., 1935. Pp. xi+125. 7s. 6d. 

In this small book Professor Adarkar gives us an analysis of the 
theories of a number of economists as to the relationship between the 
rate of interest and industrial stability; to which he adds such amend- 
ments as seem to him desirable. 

In the first place, Professor Adarkar distinguishes two aspects of the 
“interest-prices” relationship: (1) the active, in which the causal se- 
quence runs from the rate of interest to the price level; and (2) the 
passive aspect, in which the relationship is of the opposite kind. He 
points out that monetary policy has to do with the active aspect; and 
he suggests, very plausibly, that the so-called “Gibson Paradox” is to 
be explained by reference to the passive aspect. Next he examines 
critically but briefly the “interest-prices” doctrines of Fisher, Cassel, 
Sraffa,Wicksell, Hayek, and Keynes, devoting a chapter to each of 
these men. In this discussion he directs attention to a number of issues 
not commonly seen. 

The price stabilizers are the Rip Van Winkles of monetary science. 
“An undue pre-occupation with the value of money has screened off 
from their minds the importance of the equilibrium of costs and prices, 
i.e., of the rates of savings and investments.’’ One may agree that the 
price stabilizers have not seen all the truth; but it is hardly true to 
imply, as does Professor Adarkar by his strictures against them as a 
group, that an important consideration with many of them has not 
been that of industrial stability. In the opinion of Professor Adarkar 
the objective of monetary policy should be that of maintaining equality 
between Keynes’s I and S, or, alternatively stated, of maintaining 
equilibrium between costs and prices; for the ultimate purpose of main- 
taining “maximum employment of resources.” He usually mentions 





BOOK REVIEWS 117 


both of these points of view in discussing the ends of policy. This is a 
step in advance of Keynes; and the next forward step would be to 
eliminate the phrase “equality between I and S.” In this connection it 
is not so much a question of what is true as of what truth is significant. 

Wage reductions are vigorously attacked as a means of overcoming 
depression. “The conclusion, therefore, is inescapable that cost reduc- 
tion, as a remedy for depressions, has neither a theoretical nor a prac- 
tical basis.” The discussion amply supports those who see the prac- 
tical difficulty involved in a dependence upon wage reductions; but 
there is no adequate-support for the statement that wage reductions 
have no theoretical basis. 

In most convincing manner it is argued that it is much easier to 
maintain than to restore equilibrium; further, that it is the function 
of the natural rate merely to maintain equilibrium; and that equilib- 
rium analysis in fact has no significance for the problem of overcoming 
a condition of disequilibrium. In this connection Keynes’s statement 
that the natural rate may vary within wide limits is criticized; on the 
contrary, Professor Adarkar is inclined to think that it is a fairly stable 
rate. However, this difference of opinion is largely a matter of defini- 
tion of the term “‘natural rate’’; but there is much to be said for the 
greater significance of Professor Adarkar’s definition. 

It is the function of the natural rate to maintain I = S, or the costs- 
prices equilibrium. The natural rate itself is a weighted average of both 
long- and short-term rates. There is agreement with Keynes that it is 
the long-term market rate which is of most significance in maintaining 
industrial equilibrium with maximum employment; but it is only the 
short-term rate that can be controlled directly by the banks. Professor 
Adarkar demurs to the conclusion that normally the short-term con- 
trols the long-term rate. Nevertheless he seems to conclude that the 
banks could maintain equilibrium by means of rate policy alone; al- 
though he believes that during a depression the bank rate would have 
to be kept low for a very considerable period of time, and its influence 
re-enforced by that of other factors, if the depression is to be overcome. 
Finally, in regard to rate policy, it is not necessary that the bank rate 
be kept at an equivalence with the natural rate. “What is necessary 
and sufficient is that it should be kept at such low or high level as to 
make the weighted average of the market rate (complex of short and 
long rates) equal to the natural rate.” 

As a technique for maintaining the “costs-prices equilibrium” Pro- 
fessor Adarkar proposes, first, that the statisticians should “ferret out 
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the most appropriate formulas for the construction of an output cost- 
level (E/O), or perhaps a number of cost-groups.” He would next con- 
struct a weighted index for changes in productivity of the factors of 
production, and would then divide his “crude cost” index by this 
productivity index, thus obtaining an efficiency cost index. Or better 
still, cost and price indices might be calculated for particular industrial 
groups; in which case the banking system could better maintain equi- 
librium by paying attention to the needs of any given industrial group 
the costs of which were out of line. 

That because of friction the banking system is capable of such qualitative 
and spatial differentiation between different industrial groups is beyond 
doubt; but the technique of qualitative control has not yet been developed 
and statistical investigation will have to make great strides before any such 
action can be taken. 


It may be that the statisticians will be able to produce the statistical 
series desired by Professor Adarkar; but the opinion may be ventured 
that if we are to depend upon any such complicated formulas for the 
solution of the monetary problem the case is then indeed hopeless. 

There are brief excursions into a number of collateral issues. Thus, 
in a discussion of external equilibrium, an attempt is made to resusci- 
tate the purchasing-power parity doctrine on the basis of indices of 
the price level of international goods only. But even if so interpreted 
it is doubtful if anything of value can be made of the theory, for the 
weights used in making up the indices in any two countries would be 
different, and hence the index numbers could not be expected to agree 
with the exchange rates. Under independent monetary standards there 
cannot, in fact, be any exchange “norm” in the sense in which that 
term is used by Professor Adarkar; although it is, of course, true that 
under any given set of conditions there is only one exchange rate that 
will be consistent with equilibrium. As in the case of the quantity the- 
ory it is all-important in a discussion of the purchasing-power parity 
doctrine to distinguish between a theory which may be validated his- 
torically and one which is erected solely upon the basis of simplifying 
assumptions; and in both cases the chief errors have come either from 
attempts to build up theories which could be applied historically or 
from the assumption by adverse critics that the theories, if sound, 
“ought” to be susceptible of statistical “proof,” and without regard to 
any other things that are assumed, by the proponents of the theory, to 
be unchanged. 

There is a short, but what seems to the reviewer to be a clear and 
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sane, statement of the nature of capital. The discussion is not explicitly 
in terms of the recent controversy on that topic between Professors 
Knight and Hayek; but Professor Adarkar substantially aligns him- 
self with the former. There is also a brief discussion of the relevance 
of barter analysis to monetary theory; with the conclusion that such 
analysis is not pertinent. 

Out of evil cometh good. The good that has come out of the present 
Slump is the breakdown of the international standard, the dethronement 
of King Gold from his proud position Not only the present Depression 
but the whole history of trade cycles during the last sixty years or so is ex- 
plainable by reference to this inability of the gold standard to align prices 
with costs. 


An adverse decision on the gold standard is in agreement with the 
prejudices of the reviewer; but this indictment is surely much too 
strong, for it ignores other factors that have been of importance. 
Among these other factors are, notoriously, our refusal to allow the 
gold standard to operate in the manner in which theory says it should, 
and the manner in which the banking system has been permitted to 
function. 

Professor Adarkar has brought into the open many issues in mone- 


tary theory which have heretofore lurked unseen behind the concealing 
walls of brief or plausible statements. His discussion is consistently 
relevant, succinct, and critical; and usually it is lucid, although at 
times it borders upon the abstruse. His book will be a valuable addi- 
tion to the library of all monetary theorists. 


Lioyp W. Mints 
University of Chicago 


China under Depreciated Silver, 1926-1931. By We1-Y1nc Lin. The 
Foreign Trade Association of China, Monograph No. 1. Shanghai: 
Commercial Press, Ltd., 1935. Pp. xiii+-230. 

The American silver campaign was a product of the depression. Its 
most effective argument was that depreciating silver was ruining the 
Orient, and that higher silver would restore prosperity to “half the 
world” and thereby to America. Chinese exchange would rise, the Chi- 
nese would increase their imports, our factories would hum, and the 
depression would be ended. Conversely, declining silver was stimulat- 
ing China’s exports and retarding its imports. While the varied falla- 
cies embroidered around the foregoing theme have been patent from 
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the beginning, it is nonetheless interesting to have the facts again 
confirmed by a Chinese student. Dr. Lin, using accepted theoretical 
criteria, finds that the expected influence of depreciated exchange on 
trade was inconclusive in the case of import volume and was apparent 
in the case of export volume only during a limited period. The author 
correctly points to the impossibility of isolating the complicating influ- 
ences of factors other than exchange, particularly in view of China’s 
peculiar social and economic organization, and to the caution necessary 
in attributing any causal relationship to the depreciation of silver and 
changes in the prices of different types of commodities. Declining silver 
certainly was reflected in urban wholesale prices, but the effect varied 
from one locality to another, depending upon the local importance of 
imported goods. Domestic commodities reacted only vaguely and slug- 
gishly, if at all, to silver’s fluctuations, a resistance reflected in export 
prices. Thus, when silver declined, import prices in China rose prompt- 
ly, but export prices, only slowly and irregularly. The total value of 
exports in relation to imports declined markedly from 1927 to 1931, 
reflecting the import price changes. During the depression years 1930 
and 1931 the physical quantity of exports declined more than that of 
imports. Thus Dr. Lin finds that the quantitative comparisons do not 
conclusively verify the theoretical effects of depreciated exchange. Un- 
der declining silver the quantity of China’s commodity imports actu- 
ally increased. Silver was only one factor at work, numerous others 
tending not only to retard but even to nullify the theoretical effects. 
Among the other factors were: declining gold prices, the necessity of 
importing certain articles not obtainable in China, deterioration in the 
quality of imports, increasing industrialization of China, the trend 
toward economic nationalism abroad, domestic floods, etc., and the 
inelastic organization of trade and production in China. These facts 
emphasize the folly of the attempt to employ silver as a panacea for 
economic malaise, whether in China or elsewhere. 

The student of silver and prices in China must also deal critically 
with the available statistics. Not enough is known about the various 
commodity price index numbers, and as Dr. Lin observes, even the 
customs trade statistics are incomplete or inaccurate. 

If this volume proves illuminating to those who sought to cure 
China’s ills with silver, its brief addendum dealing with events follow- 
ing 1931 should be of interest to those who saw in the American silver 
program the single cause of China’s financial troubles of 1934 and 1935. 
But for certain exceptional factors a heavy outflow of Chinese silver 
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might have occurred much earlier than it did, although it would surely 
have been more gradual than it actually was. To quote Dr. Lin, “... . 
The recent export of silver is an inevitable consequence of the unfavor- 
able turn in China’s balance of international payments and it is merely 
aggravated by the American policy 

It is important to recall that the gold price of silver was declining in 
1926, 1929, and 1930, but not in 1927, 1928, and 1931. The world pur- 
chasing power of silver, however, declined in each of these years except- 
ing 1928, as indeed it had been doing almost uninterruptedly since 
1890. There is still room for a careful study of the effects of that longer 


decline on China. 
HERBERT M. BRATTER 


Boston, Massachusetts 


Prices in Colonial Pennsylvania. By ANNE BEZANSON, RoBERT D. 
Gray, and Mrrram Hussey. Philadelphia: University of Pennsyl- 
vania Press, 1935. Pp. xx+445. $4.00. 

This volume presents what is announced as “the first in a series of 
detailed studies of the history of prices in the Philadelphia area’”’ under- 
taken by the Industrial Research Department of the University of 
Pennsylvania in co-operation with the International Scientific Com- 
mittee on Price History. It provides much the most comprehensive 
and detailed study of prices during the colonial period which has yet 
appeared, and is particularly important because of the dominant posi- 
tion among colonial commercial centers to which Philadelphia rose 
during the course of the eighteenth century. With the previous less 
extensive studies of prices in South Carolina by G. R. Taylor, in Boston 
by Ruth Crandall, and in New York by H. R. Stoker, we may hope 
that the time is not far distant when the gaps for the other important 
colonies will be filled in and we will have secured that knowledge of 
price movements for the colonial period which is so essential to an 
understanding of its economic history. 

On the basis of data gathered from newspapers and supplemented 
by quotations from merchants’ letters and accounts, the authors have 
been able to construct unweighted geometric and arithmetic indices of 
the average monthly wholesale prices of twenty commodities in Phila- 
delphia for the period 1720-75. The price movements of each of these 
commodities is described in detail, together with those of various other 
commodities for which there were not sufficient data to justify inclu- 
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sion in the general index for the whole period, and a careful effort has 
been made to explain the changes which occurred, in which contem- 
porary merchants’ correspondence is extensively employed. A useful 
index of the quotations for sterling exchange is included and serves as 
some check upon the fluctuations of Pennsylvania currency. Much 
attention is given to the cyclical swings, nine cycles being distinguished 
varying in length from thirty-seven to one hundred and thirty months 
and especially influenced by the reactions of war. The general trend of 
prices as brought out by the five-year moving average is upward, the 
rise being most marked in the period after 1745. 

It will be found that the swings and general trend of prices estab- 
lished by this study are very similar to those shown by the early study 
of Macfarlane,’ although the inclusion of a larger number of commodi- 
ties somewhat modifies the extreme movements. While it is a satisfac- 
tion to have the earlier findings substantially confirmed by this broad- 
er, much more detailed and carefully worked out investigation, the 
student of our colonial economic history will, perhaps, be even more 
grateful to the authors for including here so much material explana- 
tory of the price movements and market conditions. Particularly the 
extensive quotations from the comments of contemporary merchants, 
most of which are drawn from unpublished sources, provide an insight 
into the organization of markets, the behavior of prices, and mercan- 
tile practices generally at this period which is invaluable. Through 
this means one secures a vivid impression of the character of the diffi- 
culties and risks confronting merchants when communication and 
transportation were slow and often interrupted by war, resulting in 
alternating gluts and scarcity and extreme fluctuations in prices. 
Similarly we see how, when the supply of means of payment was 
subject to similar gyrations, the merchants were faced with the neces- 
sity of carrying on trade on what was practically a barter basis or 
suspending it altogether. There is also much material throwing side- 
lights upon the character and development of Philadelphia’s com- 
merce. 

An extensive Appendix gives in detail the absolute figures upon 
which the various indices are based. The addition of two indices, one 


*C. W. Macfarlane, “‘Pennsylvania Paper Currency,” Annals of the American 
Academy of Political and Social Science, VIII, 50-126. G. F. Warren and S. A. Pear- 
son constructed an index number based on these data which first appeared in Farm 
Economics, No. 73 (New York State College of Agriculture, November, 1931). 
Neither of these papers is referred to in this volume. 





BOOK REVIEWS 123 


for the group of commodities represented by the staple products of 
Pennsylvania and one for the chief imports from the West Indies, 
would have been useful. The execution of the numerous charts is 


excellent. 
CHESTER W. WRIGHT 
University of Chicago 


Security against Sickness. By I. S. Fark. New York: Doubleday, 

Doran & Co., Inc., 1936. Pp. xii+423. $4.00. 

Every serious American student of medical care will welcome Dr. 
Falk’s Security against Sickness. No one is so well prepared as Dr. Falk 
to write the sort of book under review. Moreover, he has benefited from 
the co-operation and criticisms and suggestions of able persons at home 
and abroad. 

Very properly, Dr. Falk observes that the protection and improve- 
ment of the health of the people is a matter of primary importance. 
He points out that there has been an enormous increase in sanitary and 
medical knowledge and a vast improvement in the practical techniques 
of preventive and curative medicine. But, on the other hand, a prob- 
lem of distribution has developed; for “progress which makes medicine 
more and more valuable to hundreds of millions of people makes pay- 
ment of the costs more and more difficult.” 

As Dr. Falk states his task, it is “to define certain problems and to 
seek out as objectively as possible, the principles upon which construc- 
tive action should rest” (p. 9). The starting point for the study is an 
analysis of the economic burdens which are created by illness. This is 
exceedingly well done in terms of loss of earnings sustained by workers 
who become disabled by sickness, the costs of medical care for them- 
selves and their dependents, the adequacy of the medical services, the 
remuneration of the doctors, dentists, and nurses, the financing of hos- 
pitals, etc. As would be expected by anyone at all conversant with the 
facts, he finds problems in: (1) “the uncertain, uneven, and unbudget- 
able size of medical costs for the individual or his family”; (2) “the 
difficulty of knowing how, when, and where to secure good medical 
care”; and (3) “the uncertain and inadequate remuneration of practi- 
tioners and institutions” (p. 34). 

The problems stated, the author (in chap. iii) describes the existing 
organization of medical care and its operation. The greatest deficiency 
is found in a limited application of the principle of group payment. 
“If the costs of medical care are to be deprived of their burdensome 
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qualities, they must be distributed among groups of people and over 
periods of time”’ through insurance or through taxation (p. 37). 

Dr. Falk, in Part II, then presents in a summary but an entirely ade- 
quate manner the essentials in European experience with compulsory 
and with subsidized voluntary insurance. The chapters on the Ger- 
man, British, and French systems are longest, contain the needed 
tables, and, as is true of all the chapters, are followed by excellent lists 
of books, articles, and reports which may be consulted. In the opinion 
of the reviewer, these several chapters give a better and more accurate 
picture of the essential facts and the lessons to be drawn from them 
than is to be found elsewhere. In Part III the author draws together 
his findings in Part II, reviews our own none-too-happy experience with 
medical care under workmen’s compensation, and then discusses the 
question of voluntary or compulsory group payment of sickness costs 
in the United States (in chap. xv), and some basic principles for an 
American program of group payment (in chap. xvi). 

In chap. xv the author gives an excellent statement of the chief 
arguments for voluntary and for compulsory insurance systems and 
makes such explanations as are necessary. He then gives his evalua- 
tions, stressing the issues of group as against the individual practice of 
medicine and of insurance arising within the Committee on the Costs 
of Medical Care. He states (pp. 333-34) his own views in the following 
paragraphs: 

In following the Majority of the Committee, the ideal would be to recom- 
mend voluntary systems of group payment and utilize all possible means of 
encouraging—but not requiring—desirable forms of organized, efficient, 
group practice of the highest quality. Then, when the organization of medi- 
cal service has progressed to the point where it is possible to guarantee the 
quality and sufficiency of service, the voluntary system should be made 
compulsory. But this is frankly a counsel of perfection. What is to en- 
courage the rapid and effective organization of medical facilities? Certainly 
there is no ground in recent experience to warrant the view that the desired 
objective will be reached by waiting upon the experiments now in progress. 
There is as much likelihood that the swirling current of events will lead to 
the predominance of exploited contract practice as that it will intrench 
desirable forms of voluntary insurance. Commitment to a voluntary pro- 
gram holds no promise that if will bring us to that threshold which would 
warrant the establishment of a compulsory scheme. There is little evidence 
in experience, at home or abroad, to indicate that compulsory insurance may 
be expected to evolve out of the successes of voluntary insurance. History is 
on the other side of the argument. 

The reorganization of medical practice which is badly needed will not 
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come of itself, the product of /aisses faire. It will come—if at all—only as the 
fruit of strong and directed labors, the product of compelling forces. Of all 
the forces which society can muster in a program of medical reformation, 
the strongest is “the power of the purse.’”’ Thus, the case is inverted. Jn- 
stead of organizing for the payment of medical costs after having achieved im- 
provement of service, society must organize for payment in order to achieve im- 
provement of service. In our opinion, this conclusion—when taken in con- 
junction with the strictly economic arguments and with the need for the 
compulsory principle to give an effective implementation to social insurance 
—tips the beam of the balance in favor of compulsory, as against voluntary, 
group payment. It compels us to recognize, however, that a compulsory 
scheme must be planned in such a way that it calls for contributions and 
expenditures proportional to the availability of qualified medical facilities. 
Beyond certain minimum requirements, compulsion should be used in differ- 
ent degrees, calling for larger contributions in one place and for smaller in 
another, according to local circumstances with respect to the capacity to 
pay the costs and to furnish good medical care. 


With few reservations the reviewer shares Dr. Falk’s views. He 
heartily agrees that any system adopted should be an appropriate 
American system, not one largely pieced together from the parts of 
foreign systems; that the public health service should be greatly 
stressed and improved, whatever else is done; that cash benefits are 
needed in cases of disabling sickness just as they are needed in cases 
of work injury and unemployment and that these sickness benefits 
should be provided for in the same manner as unemployment benefits 
and their administration completely divorced from medical care; that 
the principle of compulsion must be applied in working out the prob- 
lem of medical care, so as to co-ordinate medical agencies and to dis- 
tribute the costs. The one important point on which the reviewer 
would differ from the author is as to the inclusiveness of any system 
acceptable and practicable at this time. Proper strategy, proper re- 
gard for what would have a chance of successful operation, and a proper 
analysis of the problem of sickness call for limiting the application of 
the insurance principle to “high cost illnesses.” An American plan 
should be developed out of and around the co-operative hospital plans 
now spreading so rapidly but which cannot be adequately successful 
without applying the principle of compulsion, dividing the costs be- 
tween those insured and the general tax revenues, and including the 
doctors’ and surgeons’ bills along with the hospital and laboratory 
bills. 

H. A. MItis 
University of Chicago 
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Revenus et niveaux de vie indigenes au Maroc. By RENE HOFFHERR and 
Rocer Moris. Paris: Librairie du Recueil Sirey, 1934. Pp. 244. 


This study of the standards of living found in various classes of the 
native population of Morocco is the work of two French civil servants, 
eminent in the colonial administration. The method is scientific; the 
purpose, political. 

For some years theve has been a growing uneasiness with regard to 
the trend of economic development in Morocco. Under French control 
the cultivation of wlieat for export, blé tendre, has dominated not only 
the foreign trade of the country but the internal economy as well, and 
an open-port policy has made Morocco the “paradise of dumping.” 
Under pressure of the world economic crisis the weakness of such an 
economy has been fully revealed. French administrators are, accord- 
ingly, now pressing the question: ‘““How may the economic life of Mo- 
rocco be reoriented in order to provide a more consistent prosperity?” 

The authors of this book take the view that imperial and local inter- 
ests alike demand a new economic policy for Morocco, which will free 
it from its present dependence on European markets and direct the 
activities of the country toward the development of a wide and pros- 
perous home market. Such a policy implies the encouragement of popu- 
lation growth on the one hand, and an increase in the productivity of 
native labor on the other. It envisages the transformation of the mo- 
bile native tribes into a stable and settled population of peasant pro- 
prietors. Foreign trade, instead of being the uncontrolled arbiter of the 
nation’s economic destinies, would be regarded only as a vent for sur- 
plus products, not as a prime market for production. 

The budget study presented by MM. Hoffherr and Moris is a first 
attempt to supply the data necessary for the intelligent formulation of 
such a policy. Its usefulness is obvious. Knowledge of income and ex- 
penditure patterns of typical native groups might be useful in plotting 
the trend of future demand, and so serve as a guide to production. A 
cost-of-living index constructed on the basis of budgetary data would 
aid in measuring variations in the economic welfare of the native popu- 
lation. The first of these objectives the authors have adequately met. 
The descriptive material is vividly presented. But as to the second 
objective, the construction of a cost-of-living index, one may be par- 
doned some reservations. The authors have drawn up an index number 
for urban families covering the items of food, light, fuel, soap. They do 
not feel that at present they are justified in extending the scope to in- 
clude the more variable items of housing, clothing, and miscellaneous 
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items. Nor are they prepared to present an index number applicable 
to rural families. Such caution in the use of data tends to inspire con- 
fidence. In order, however, to be assured of the reliability of the index, 
we should have to know much more than the authors tell us about the 
methods employed in collecting the budget data: the details of the 
schedule used, the size of the sample, the tests applied to establish its 
adequacy. Such details are wanting. A discussion of them would not 
only fulfil the expectations of the statistician but also contribute to an 
understanding of the technical problems of fact-gathering under the 
special circumstances which confronted these investigators. 

The final section of the Luok bears the title “Conclusions.” Some of 
the propositions put forward in this chapter may properly be called 
“conclusions” because they are the logical deductions from what has 
gone before. Much of what one finds here, though brilliant as economic 
analysis, cannot be said to follow from the findings of the budget 
studies. The authors have taken the opportunity to address the reader 
on the future economic policy of the government in Morocco. Their 
observations are interesting, and, from the French point of view, prob- 
ably sound; but they cannot all claim to be conclusions, if “conclu- 
sions” are defined as general statements based on the preceding data. 

HELEN FisHER HOHMAN 
Evanston, Illinois 


The Results of Workmen’s Compensation in Pennsylvania. By JOHN 
Perry Hortacuer. Special Bull. 40, Parts Id and Ic. Harrisburg: 
Department of Labor and Industry, Commonwealth of Pennsyl- 
vania, 1934. Part Ib: pp. xxiii-+-161; Part Ic: pp. xviii+ 238. 

Self-Insurance of Workmen’s Compensation in Pennsylvania. By 
Howarp M. Tear, Jr. Special Bull. 40, Part II. Harrisburg: De- 
partment of Labor and Industry, Commonwealth of Pennsylvania, 
1934. Pp. viii+184. 

Outline of Needed Changes in the Pennsyluania Workmen’s Compensa- 
tion System and Supporting Information Including the Law as 
Amended to December, 1934. By DEPARTMENT OF LABOR AND IN- 
DUSTRY, COMMONWEALTH OF PENNSYLVANIA. Harrisburg, 1934. 
Pp. 175. 

Workmen’s Compensation in Maryland. By EvEtYN ELLEN SINGLE- 
Ton. (“Johns Hopkins University Studies in Historical and Political 
Science,” Ser. LIII, No. 2.) Baltimore: Johns Hopkins Press, 1935. 
Pp. 130. $1.25. 
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The study of workmen’s compensation in Pennsylvania, here under 
review, is the most comprehensive and thoroughgoing of any that have 
come to the reviewer’s attention. Begun in 1933 by the Governor’s 
Committee on Workmen’s Compensation, it was continued by a sub- 
sequent committee, and the data collected by these two bodies through 
hearings, surveys, etc., were supplemented by two special investiga- 
tions of outstanding merit. One of these was a detailed analysis of 
more than seven thousand compensation cases. The other was an ex- 
amination of the record of some 438 self-insurers who, although num- 
bering less than one-half or 1 per cent of the total employers in the 
state, employed about 30 per cent of these employees in compensable 
industries, and paid about 45 per cent of the total compensation pay- 
ments between 1929 and 1932. The findings and recommended changes, 
including the two special investigations, are set forth in four substan- 
tial volumes, one devoted entirely to statistical tables. 

The central purpose of the study “. . . . was to find out how the com- 
pensation system affects the injured workers who come under its provi- 
sions.” Directing their attention to four major considerations—the 
character and adequacy of medical treatment; economic effects in 
terms of wages and other losses; social effects in terms of lowered stand- 
ards of living, loss of morale, etc.; and the administrative process by 
which the injured worker is compensated for his injury—the investi- 
gators found the Pennsylvania system lacking in practically every im- 
portant respect. As compared with other state systems, it stood thirty- 
third in average liberality, and many injured workers’ families were 
found to be on relief rolls because of the inadequacy of benefits. The 
recommendations of the investigators, which include, among other 
things, compensation for occupational diseases, higher maximum and 
minimum benefits, more adequate medical treatment and hospitaliza- 
tion, and improvement in administration, if enacted into law, would 
modernize the Pennsylvania system, and bring it in line with approved 
present-day standards. 

The completeness and thoroughness with which this survey was 
carried out are deserving of the highest commendation. It might well 
serve as a model for other states to follow. Without detracting from 
the general excellence of the study as a whole, the presentation seems 
to suffer somewhat from poor arrangement of the material in places, 
and from excessive and indiscriminate use of pictograms. 

Miss Singleton’s monograph on Workmen’s Compensation in Mary- 
land, a doctoral dissertation, is, naturally, much more modest in its 
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method and scope. Nonetheless, it gives a good picture of the Mary- 
land system. It is excellently organized and written; and the author is 
to be congratulated on having done a fine piece of work. 
H. D. Wor 
University of North Carolina 


Studies of Differential Fertility in Sweden. By Kart Arvip Epin and 
Epwarp P. Hutcuinson. London: P. S. King & Son, Ltd., 1935. 
Pp. 116. 7s. 6d. 

This is probably one of the best studies ever made of differential 
fertility by social class, one of the most significant both from the stand- 
point of its conclusions and its methodological observations and tech- 
niques. Ever since Dr. Edin, who is docent and director of the Demo- 
graphic Institute in the University of Stockholm and department chief 
of the Swedish Central Statistical Board, read his well-known paper 
before the 1927 World Population Conference at Geneva demonstrat- 
ing that the upper social classes of Stockholm had a higher fertility 
than the lower classes, his conclusions on an atypical situation have 
been widely quoted. This paper, Edin’s Eugenics Review paper (XX, 
258-66), and his paper in the Proceedings of the Second General Assem- 
bly of the International Union for the Scientific Investigation of Popula- 
tion Problems (London: Allen and Unwin, 1932, 91-101) have been 
the only ones available in English. The others are in Swedish. It is a 
first-class service, therefore, to have this more complete account avail- 
able as Number 4 in the “Stockholm Economic Studies.” 

In general, Edin’s earlier conclusions are verified in greater detail. 
However, the purpose of the present book was quite as much to call 
attention to the remarkable potentialities of Swedish demographic data 
(I supposed this was rather widely known) and to explore methodo- 
logical problems as to refine the earlier investigations. After a discus- 
sion of the nature of the material available and of various measures 
of fertility, we find a study of differential fertility in the rural Malar 
counties in 1930 and 1931. There is nothing striking in the main 
conclusions here: agricultural workers had a markedly higher fertility 
than non-laborers, a condition persisting at all age levels. More dis- 
tinctly rural occupations had higher rates. As might have been ex- 
pected, the birth-rate of the Milar counties fell less rapidly (40 per 
cent, 1911-30) than that of the total urban population of Sweden. 
That differential fertility apparently still exists in rural Sweden, as- 
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suming that the Malar counties are typical, has been much less widely 
publicized than the more spectacular and, I may add, more atypical 
conclusions on Stockholm. 

After fertility rates were standardized for age of wife and duration 
of marriage, intramarital fertility in 6,629 Stockholm families varied 
directly with income status, not inversely as is usual in the Western 
world, in the four classes analyzed (and this whether the status was 
defined in occupational, income, or educational terms), with the excep- 
tion that among industrial workers fertility was highest in the group 
with the lowest income. That the unusual fertility relations are not 
products of statistical techniques is shown by the fact that they were 
observable in the crude rates. Fertility was lowest with least educa- 
tion; it increased regularly with further education. In an interesting 
Appendix (B) the fertility of the Swedish clergy (2.6) is shown to be 
about 50 per cent greater than that of the most fertile and socially 
élite group of Stockholm families (1.7). 

The authors claim to have shown, but the claims are not completely 
convincing, that the direct relationship between fertility and social 
status in Stockholm was 
not produced by a more favorable age distribution or a less frequent em- 
ployment of wives in the more educated groups; (2) that they were not 
merely [italics mine] a result of the better economic position of the more 
educated; (3) that they were not a product of temporary changes in fer- 
tility during the post-war years; (4) that in all probability [italics mine] they 
were not a result of social class differences in the number of children born to 
the wives before observed marriages (illegitimate children plus children of 
former marriages) [p. 86]. 


All this leaves one wondering what did cause the peculiar differentials. 
On this the study throws no light whatever. There is some word-pol- 
ishing here on the subject of fertility and business cycles; but I cannot 
see that it proves much. It cannot be shown by the methods used that 
the war had no influence on the conditions found. There is more than 
a suggestion here that the authors consider the phenomena more than 
temporary; but the analysis is so narrowly monographic (though very 
competent, as far as it goes) as not to make any real attack on this 
problem at all. The question cannot be answered by comparing two 
short periods. Certain statements in the report seem contradictory, 
perhaps because they refer to different periods or samples, and I can- 
not be certain whether the authors grant the foregoing point. At all 
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events, there is a rather curious use of the word “temporary” to include 
three years only. A broader perspective of history would seem to be 
required. 

Nor am I convinced that the problem of illegitimacy has been ade- 
quately handled despite the admirable attempts of the authors. After 
all, Sweden has one of the highest illegitimacy rates of any country in 
the world. What we are really after—and the more statistically mind- 
ed of the collaborators in this study seem to have overlooked this in 
toying with their figures—is accurate facts on net reproductivity by 
social class, and, more significantly, by stocks of different genetic en- 
dowment. This is the real problem. If the authors realize it, there is 
no indication of it in this book. I am not criticizing the authors for 
failing to do what they doubtless never intended to do. But one has a 
right to expect a significant formulation of the problem. 

Those families which experienced a “favorable” income change in 
the period 1920-30 had a uniformly higher fertility than those experi- 
encing an unfavorable change. It will be recalled that Sydenstricker 
and Perrott found the reverse in their American sample. This seems 
to me quite as significant a conclusion as the direct relation between 
fertility and social status. In fact it may be considered the same phe- 
nomenon viewed from a different angle. 

It is incidentally shown (p. 53) that the childbearing of the higher 
income groups was spread over a longer period of years, a conclusion 
that fits in well with other evidence. 

On the statistical side the study is of unusual competence, and the 
conclusions are often new and significant. Some speculations may be 
open to doubt, but these can hardly be treated in a brief review. It is 
to be regretted that the authors did not go on to explore the meaning 
of the facts found. Fact-finding, it needs constantly to be reiterated, 
is not science; it is only a first and important step in science. Science, 
whether social or physical, is more than a mass of established facts; it 
consists, among other things, in the shortest possible statement of uni- 
formities characteristic of the facts. Herein this study falls down. It 
fails also to put this particular study in its setting with other and 
previous studies. Nevertheless we can be grateful for this, one of the 
most important and careful analyses of differential fertility ever made 
in any country. 

Norman E. Himes 
Colgate University 
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Medical History of Contraception. By NorMAN E. Hiwes. Baltimore: 

Williams & Wilkins Co., 1936. Pp. xxxi+521. $7.00. 

Although this book emphasizes the medical aspect of contraception 
and the author is not a physician, the reviewer knows of no doctor of 
medicine who could have written as valuable a contribution to the sub- 
ject of contraception as is this one. The chief reason for this opinion is 
that, although the major thesis of the book pertains to the medical 
history of contraception, this cannot be separated from the social, eco- 
nomic, religious, and legal connections. Only a sociologist with the 
Weltanschauung possessed by Dr. Himes could have produced such a 
masterful book. 

There is a prevalent notion that birth control is a modern problem, 
but, as the author shows, some forms of limitation of the rate of in- 
crease of population are as old as the life-history of man. The author 
proves his contention that the desire for contraception has been char- 
acteristic of many societies widely removed in time and place, regard- 
less of whether or not the people have always been conscious of it. This 
desire for controlled reproduction characterizes even those societies 
dominated by mores and religious codes demanding that people “in- 
crease and multiply.” The author likewise proves that it is only within 
the last century that we find any organized, planned effort to help the 
masses to acquire a knowledge of contraception. This spread of contra- 
ceptive information was not caused by propagandists but by a univer- 
sal desire to regulate the coming of offspring. Because of the universal- 
ity and antiquity of birth control, it fulfils a fundamental human need. 
Contrary to the opinions of some authors, Himes failed to find evidence 
to support the contention that those cultures which employed contra- 
ceptive practices died out. 

The book is divided into six parts. Part I is devoted to ““Contracep- 
tive Technique before the Dawn of Written History.” The author 
shows that contraceptive practices were rare among preliterate peoples 
when compared with abortion and infanticide, which were the chief 
primitive substitutes for conception control. The anticonception tech- 
niques at this time were both rational (the result of trial and error) and 
magical. In Part II the author takes up “Contraceptive Technique in 
Antiquity (Western World),” and deals with the Egyptians, the He- 
brews, the Greeks, and the Romans. It is shown that the ancient 
Hebrews practiced some of the contraceptive devices in vogue today. 
The Greek and Roman writers, however, and especially Soranus (to 
whom the book is dedicated) and Aétios, developed rational contra- 
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ceptive medicine to a higher degree than any of their predecessors. 
Part III contains a discussion of “Contraceptive Technique in Eastern 
Cultures,” as it pertains to China, India, and Japan. Part IV is de- 
voted to “Technique in the West during the Middle Ages and Early 
Modern Times.” This part is divided into three important chapters as 
follows: “The Islamic World and Europe during the Middle Ages,” 
“European Folk Beliefs and Lay Literature from 1400 On,” and “‘His- 
tory of the Condom or Sheath.” It is made evident that the church, 
even in the Middle Ages, the era of its greatest dominance, never suc- 
ceeded in preventing the application of contraceptive knowledge. The 
effective role of contraception at this time was, however, probably 
small. In the discussion of the condom the author points out that this 
contraceptive instrument is undoubtedly the most important one of 
our day, surely for extra-marital relations. He believes the condom 
will revolutionize morals and sexual relations. 

Part V treats of “Democratization of Technique since 1800 in Eng- 
land and the United States.” Two of the four chapters in this part are 
entitled “The Early Birth Control Movement in England and the 
United States” and “Democratization by Publicity.” Himes proves 
that emphasis upon the social and economic desirability of birth con- 
trol is a characteristic of the nineteenth century. He accords to Francis 
Place the same position in social education on contraception that Mal- 
thus holds in the history of the general population theory. Place first 
gave birth control a body of social theory. He argued that if trade- 
unionists could raise their wage-rates by restricting the number of ap- 
prentices, the working class as a whole could, if a program of responsi- 
ble parenthood were only adopted, increase the total share of the na- 
tional income destined to be paid it. 

The Bradlaugh-Besant and Truelove legal prosecutions (1877-79) 
gave wide advertising to the idea that contraception was possible. This 
was evident by the increased circulation of works containing instruc- 
tion on contraception and the halving of the English birth-rate since 
1876. In the discussion on American writers Himes devotes a good deal 
of space to John Humphrey Noyes and the Oneida community experi- 
ence with coitus reservatus or male continence. 

Part VI deals with “Democratization and Its Future Effects.” In 
a study of 26,801 cases where contraception was employed it was found 
that, whereas the incidence of success with the methods used, when 
practiced without guidance, was relatively small, it was as high as 90- 
95 per cent after clinical advice was given. A process of social diffusion 
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is illustrated by the fact that the fertility of the foreign-born is grad- 
ually approaching that of the natives of the United States. Likewise 
there has been going on in recent decades an international convergence 
of birth-rates. 

Himes emphasizes that a high standard of living is impossible with- 
out some form of population control. He finds it difficult to believe 
that the Catholic church has purely a religious and no numerical mo- 
tive in taking a stand against effective contraception. He has very 
little faith in the so-called “sterile” period as a method of controlling 
conception. 

The few facts mentioned in this review are but an inkling of the ar- 
ray of material presented by the author. The reviewer read every 
word of the 424 pages of reading matter and found it so absorbing that 
he was sorry he reached the end of the book. It is hard to conceive that 
anything of importance pertaining to the medical history of contra- 
ception was omitted from this book. The Bibliography occupies sixty 
pages. The author’s style of writing is most delightful and his ~umer- 
ous footnotes prove illuminating. 

This book is one of the most valuable contributions ever made on a 
medical-sociological subject. It should not only be in the possession of, 
but it should be carefully read by, every sociologist, economist, physi- 
cian, and medical historian. The author deserves the greatest com- 
mendation, not only for the enormous amount of effort and time he de- 
voted to the work, but also for the excellent way in which he presented 
his data. The publishers also are to be congratulated for the physical 
qualities of the book, which are of the highest order. 

J. P. GREENHILL, M.D. 


Cook County Graduate School of Medicine 
Chicago 


The Indian Tariff Problem: In Relation to Industry and Taxation. 
By Hrrenpra Lat Dey. London: George Allen & Unwin, Ltd., 
1933. Pp. 304. $5.00. 

This book appraises the results of the new protective régime 
instituted with “‘fiscal autonomy” in India in 1921. While discussion 
is restricted to three industries—cotton, iron and steel, and sugar— 
the task is not an easy one. The first obstacle is prejudice, for this is a 
current question about which there is a long history of agitation and 
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bad feeling comparable to that which precipitated the American Revo- 
lution. 

With the first difficuity the author has attained a high degree of 
success, though at places he inclines rather toward the British than the 
Indian prejudices. In the discussion of preferential duties for imports 
of British steel, the position of the Indian Tariff Board is upheld when 
it “assumed that all imports from Great Britain were standard steel 
and all imports from the continent’”’ below standard (p. 223). The 
author’s further comment is that with “the system of uniform duties— 
there was a serious danger that the increasing competition of the latter 
[Continental steel] might compel the Indian manufacturer to lower 
the quality of his steel” (p. 224). On such bases several types of British 
steel were taxed some 50 per cent less than similar Continental steel. 
On the whole, however, the author is scrupulously fair and unbiased. 

The second set of difficulties are inherent in the problem, and their 
treatment is less successful. Partially this is due to the “abnormal” 
circumstances of the period 1921-31, when the Preface was signed. 
Markets and prices were so irregular during this period that causes 
and effects are very hard to isolate. But the trouble lies deeper still. 
On pages 87 and 88 there are four tables which purport to show the 
benefits derived by the producers and the burdens borne by the con- 
sumers on account of the duties on cotton manufactures. The author 
assumes that the prices of Indian manufactures are raised to the full 
amount of the duty. He thus concludes (p. 90) that millowners levied 
an annual tribute upon the consumers of “between 11 and 12 per cent 
per annum on the entire paid-up capital of the cotton-mill industry in 
India.” Surely economic problems are not so simple as this reasoning 
would imply. 

As for the treatment of steel protection, it is hard to say who had 
the most nearly impossible task, the Indian Tariff Board, which tried 
honestly to arrive at a scale of duties which would correspond to the 
“differences in cost of production’’ during this very unsettled period, 
or the scholar who undertook an evaluation of their work and that of 
the government which laid down the policy. Probably both parties 
have done nearly as well as could have been expected. 

The materials are taken almost wholly from the various reports 
of the Indian Tariff Board, and there is little evidence of firsthand 
studies of the industries affected. The treatment is “academic” in 
flavor, and one wonders whether the classical economists rather than 
this study are not responsible for some of the more far-reaching con- 
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clusions; for instance: “The principal function of the state is and 
must remain the provision of precise, complete and up-to-date infor- 
mation concerning raw materials, supplies, outputs, stocks, prices, 


wages, employment, etc.” (p. 284). 
D. H. BucHANAN 


University of North Carolina 


Economics of Household Production. By MARGARET G. REID. New 

York: John Wiley & Sons, Inc., 1934. Pp. viii--408. $3.00. 

As with most “economics of” something, this book deals with par- 
ticulars. As a textbook for classes in home management, it contains 
materia's of an assorted historical and descriptive nature regarding 
househoid activities, and a discussion of buying guides and other man- 
agerial and operational problems. There are chapters on the social sig- 
nificance and present status of household production. The usefulness 
of the materials might have been considerably enhanced by a more 
sustained presentation and more penetrating analysis of basic impli- 
cations. 

The problem which Miss Reid attacks is one of the most neglected, 
intricate, and provocative in that borderland domain between eco- 
nomics and sociology. When the difference in estimating the value of 
the national dividend runs into many billions of dollars, depending 
upon whether or not a monetary value is placed upon the services of 
the housewife, and when the development of new industries and the dif- 
ference between profit and loss in many existing ones depend upon 
housewives’ decisions to perform services themselves or to buy com- 
mercial products in their stead, the problem assumes large proportions 
in the sphere of what is conventionally regarded as economics. Fur- 
thermore, the implications of a vast potential supply of labor of varying 
grades and skills cannot be ignored in a realistic discussion of the labor 
market. 

From the social angle any discussion of the problem inevitably raises 
basic questions as to the relative values of monogamous private house- 
holds as against other possibly more economic forms of organization 
for the use of services. Such discussion cannot avoid problems of evalu- 
ation of non-economic objectives of family life which are frequently at- 
tained incidentally to the fulfilment of economic tasks by members of 
the household, and most especially by the homemaker. 

The interrelationship of non-economic prejudices against and ob- 
stacles to gainful employment of married women with the difficulties 
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of separating the economic from the social aspects of women’s activities 
in the home contribute to the confusion of thinking by students as well 
as homemakers themselves. 

Miss Reid’s definition of household production is: “those unpaid 
activities which are carried on, by and for the members, which activ- 
ities might be replaced by market goods, or paid services, if circum- 
stances such as income, market conditions, and personal inclinations 
permit the service being delegated to someone outside the household 
group.” Activities are excluded as personal and not economic if, to 
have the particular value desired, they must be performed by a par- 
ticular person, not because of special ability, but because of a personal 
relationship between the performer and the one whose want is satis- 
fied. Consumption activities are limited to those wherein the person, 
to satisfy his own need, must carry on the activity himself. The house- 
wife is thus no more a consumer than the other members of the family. 
Her activities in selecting goods are essentially the same as those of the 
middleman in providing time and place utilities. 

To the reviewer it seems that a more fundamental approach would 
be to recognize production as the maintenance of plant, and consump- 
tion the use of services either of persons or of goods which flow from 
what might be regarded asa capital plant and labor. Thus, whether 
the housewife buys goods and services for her family in the market or 
makes or performs them herself, her activities result in a flow of serv- 
ices (of persons or goods) to be enjoyed by the family members. 

While most of the “productive” activities of the homemaker carried 
on within the household involve extensive overhead costs, the chief 
ways of effecting economies are either to have the tasks performed in 
specialized industrial establishments selling a commercial product or 
service, or to institute a communal form of household living. While the 
first of these ways—transfer from the home of many tasks such as 
laundering, sewing, and baking—has increased phenomenally in the 
last hundred years, Miss Reid points out some of the limits beyond 
which this method cannot be carried from the very nature of the fam- 
ily’s requirements for certain services in the home itself. Many advo- 
cate the second method as the only means of freeing women from 
drudgery and effectively utilizing the potential capacity of skills now 
wasted which might be specialized, but there are others who find the 
products of the factory ugly and the sacrifice of social values greater 
than is justified by the economic saving. Again many of the costs of 
household production are joint costs; one cannot tell how much of 
time spent taking children to the park is child care and how much recre- 
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ation. One is inevitably returned to a weighing of values which goes 
beyond the bounds of the economic. 
Miss Reid has produced an interesting textbook, but not a definitive 


analysis of the problem. 
Atice C. HANSON 


Washington, D.C. 


The St. Lawrence Deep Waterway: A Canadian Appraisal. By C. P. 
Wricut. Toronto: Macmillan Co. of Canada, Ltd., 1935. Pp. xx+ 
450. $4.50. 

This book is a penetrating and scholarly appraisal of the various 
investigations, studies, and negotiations which finally culminated in 
1932 in the signing of a treaty by the United States and Canada for the 
construction of the St. Lawrence Waterway. The future of the project 
is surrounded by uncertainty since the Canadian Parliament will not 
consider the treaty until after it has been ratified by the United States 
Senate and this body voted against ratification in March, 1934. Never- 
theless the book is of timely interest because its exhaustive analysis 
convincingly bears out the main conclusion of the author “that neither 
government, either before signing the treaty or thereafter, was ever 
possessed of any complete or impartial answer to the two fundamental 
questions—what benefits will these projected works afford? Will these 
immense expenditures really pay?” The author himself expresses no 
judgment as to the economic desirability of the waterway although he 
believes that there must be a strong presumption in favor of a project 
that is planned to bring ocean shipping into the populous interior of 
the North American continent. 

Those who have been dissatisfied with the character of the official 
reports and investigations dealing with the economic aspects of the 
proposed waterway will welcome the author’s critical appraisal of them 
as well as his plea for a full and impartial reconsideration of the eco- 
nomics of the huge undertaking. His charges of inadequacy or error 
in the various official studies are so numerous that it is not possible .o 
comment on them in a brief review other than to say that with most of 
them the reviewer finds himself substantially in agreement. 

The author lays particular stress on the problem of the appropriate 
depth of the waterway since he believes that the adoption at the out- 
set of a depth of water adequate for the requirements of shipping over 
the next fifty or a hundred years will be the predominant factor in 
determining the ultimate success or failure of the waterway as a com- 
mercial undertaking. Following the lead of Moulton, Morgan, and 
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Lee in their book, The St. Lawrence Navigation and Power Project, Mr. 
Wright contends that this question has thus far received both inade- 
quate and unsatisfactory consideration. Yet it is fundamental, since 
not only the costs of construction but also the benefits to be derived 
from the waterway are dependent upon its depth. For the purpose of 
making a thorough study of these complex economic questions, the 
author proposes the appointment of a public commission, especially 
constituted for the task. In the event that such an investigation sub- 
stantiates the feasibility and economic advantage of continuing the 
35-foot navigation of the lower St. Lawrence up to Lake Ontario, the 
author offers the novel suggestion that the district lying between the 
mouth of the Niagara River and the foot of the Welland Canal should 
be established by treaty as an international free port zone. He main- 
tains that a properly equipped port at the foot of the Welland Canal 
might quickly rise to commercial importance and that various advan- 
tages would probably encourage a vigorous industrial development in 
the free port zone. 

The continuity of the historical analysis presented in the first eight 
chapters is somewhat disturbed by the interjection of a long critical 
chapter on the Beauharnois episode. Most of the material in this 
chapter might better have been put in an appendix. The book contains 
a useful Bibliography of the official sources and an Index. It is a dis- 
tinct contribution to the literature on this subject. 

Lesiie T. FOURNIER 
Princeton University 


Le nouveau régime corporatif Italien (Loi du 5 Février, 1934): Cartels et 
trusts. By JEAN Lescure. Paris: Les Editions Domat-Montchres- 
tien, 1934. Pp. 110. 10 fr. 

Sindacati e teorica del prezzo corporativo. By GIUSEPPE FRISELLA 
VELLA. Catania: Studio Editoriale Moderno, 1935. Pp. 147. L. 10. 

L’Impresa nell’ ordine corporativo. By LoRENzO Mossa. Florence: G. 
C. Sansoni, 1935. Pp. ix+173. L. 12. 

Economia corporativa. By UNIveRSITA CATTOLICA DEL SACRO CuORE 
IstiTUTO DI SCIENZE EconomicHe. Serie Prima, Vol. XV. Milan: 
Societa Editrice “Vita e Pensiero,” 1935. Pp. 237. L. 15. 

La Riduzione della durata del lavoro: Studio del problema delle go ore. By 
Piero Corti. Florence: Casa Editrice Poligrafica Universitaria, 
1935. Pp. xii+192. L. 20. 
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The first of these writers mistakes Fascist corporations for trusts and 
cartels of an unplanned economy; the second tries to insert the syndical 
system on which the corporations are founded into a framework of 
theory already out of date for Italy. 

Mossa, the eminent authority on commercial law at Pisa, and Vito 
in the first essayin Economia cor porativa, entitled ““L’essenza dell’econo- 
mia corporativa,” have written works of the first importance for eco- 
nomic theorists. Bottai, one of the most influential leaders in Italy 
today, writes in his introduction to Mossa: “Many theorists do al) 
they can to shut their eyes to the problems inescapably set them by 
actual developments in the corporative state These are pressing 
questions, yet in fact more recognized among those who live in the 
corporative order, than among those who study it.”’ Italy’s rapid inter- 
nal developments under Mussolini have only accentuated problems 
awaiting solution everywhere. Mossa shows how the evolving texture 
of social relationships between state, entrepreneur, and labor has grad- 
ually forced jurists to revise their theories so as to recognize in the 
economic enterprise their central concept, just as economic theory has 
slowly changed into that of an enterprise economy. He shows how 
Lenin’s, Hitler’s, and Mussolini’s attempts to redefine the economic 
relation of individual and state in such a way as to satisfy current 
social movements and aspirations are being reflected in a new integra- 
tion of commercial law and labor legislation with a changed status of 
property. Vito demonstrates the inability of “orthodox” economic the- 
ory to cope with the new situation and points the way of reform. 

Of the other contributors to Economia corporativa, Barbiere reviews 
similar attempts of Italian economists to date, Biucchi studies them in 
relation to Othmar Spann’s universalism, Caccia-Fuchs deals with 
trade cycles, Vito with stabilization of purchasing power, under the 
new theoretical approach. Corti, the author of a brilliant work on col- 
lective contracts in the corporative state, competently studies how to 
apply the forty-hour week in industry, as agreed upon last year by the 


Fascist syndicates. 
KENNETH WHITE 
University of Chicago 


An American-Mexican Frontier: Nueces County, Texas. By PAvL 
ScuusTER Taytor. Chapel Hill: University of North Carolina 
Press, 1934. Pp. xiii+337. $3.50. 

Paul Taylor in his study of Nueces County has added one more siz- 
able brick to the imposing structure of research he has been erecting 
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during the past decade in the field of Mexican-American relations. The 
present work, indeed, may be regarded as the culmination and fine 
flowering of Dr. Taylor’s monographic studies; for, not only is it the 
most exhaustive of the several regional surveys (the Imperial Valley in 
California, the Winter Garden District in South Texas, and the Chicago 
and Calumet area) he has published, but it is also more inclusive, in 
the sense that he presents the total complex of racial relations—In- 
dians, American whites, Negroes, and Mexicans—historically as well 
as currently (1929) in the area in question. 

Taylor’s investigations are an interesting illustration of how depart- 
mental lines in the social sciences break down under the impact of con- 
crete problems. Professionally an economist, our author has not hesi- 
tated to assume in turn the réle of sociologist, political scientist, and 
historian, when this was necessary for the analysis of his subject. Thus, 
the first ten chapters of An American-Mexican Frontier are devoted to 
a review of the racial and economic history of Nueces County; the next 
eight chapters deal with the economic structure of the cotton culture 
in the area, labor relations, labor supply and wages; and the rest of the 
book ranges over such topics as education, social isolation, politics, and 
law observance and enforcement. Throughout the book there is a con- 
stant concern with social attitudes and social conflicts; and a wealth of 
documentary case material from books, interviews, and conversations 
is introduced. 

The author’s eclectic approach has the advantage of relatively com- 
plete coverage of the problems studied and lends the color of realism 
and practical good sense to his whole procedure. However, Taylor’s 
methodology tends to produce an embarrassment of riches. The de- 
scriptive and human-interest materials which he has mined with such a 
commendable expenditure of ingenuity and energy are pay dirt spark- 
ling with bright gold. But the metal is yet to be extracted and purified 
before it will be in final shape for social scientists (hypotheses and 
generalizations) or for administrators and government officials (plans 
and programs). In other words: Professor Taylor announced some 
time ago that his extensive research project, “Mexican Labor in the 
United States,” was conceived as “a series of detailed studies of se- 
lected regions or topics, a synthesis to come later, or not, as the future 
may determine”; and that his studies were “planned to reveal as by a 
cross-section the nature of the Mexican migration to the United 
States.” An American-Mexican Frontier is another revealing cross- 


section. We still await che synthesis. Eyer N. Simpson 


Princeton University 
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John Bellers, 1654-1725: Quaker, Economist and Social Reformer. By 
A. Ruts Fry. London: Cassel & Co., Ltd., 1935. Pp. xi+174. 6s. 


Miss Fry has collected and edited portions of the writings of John 
Bellers, seventeenth century “Quaker, economist, and social reformer,” 
most of whose works have not previously been reprinted. Miss Fry 
prefaces the volume with a brief sketch of Bellers’ life, personality, and 
interests. Valuable as this sketch is, it is a pity that more is not said 
of Bellers’ economic ideas and particularly of his relation to mercan- 
tilist doctrine. 

John Bellers was in many respects a typical mercantilist. He had 
their preoccupation with increasing the wealth of the nation and their 
belief that one of the principal ways in which this could be done was 
through employing the poor. He set forth a number of schemes for 
“colleges of industry” wherein the poor would be employed to their 
own and the nation’s profit. He indulged in numerous calculations, of 
the kind so frequent among pamphleteers of that era, showing the cost 
and profit to be derived from such workhouses. 

In one important respect Bellers was at variance with typical mer- 
cantilist doctrine. He seems to have had none of the customary con- 
fusion of wealth with money. In a short essay, Of Money, he brings out 
clearly that money is not in itself wealth, but a means of exchange, and 
that the value of money varies with the quantity in existence (see pp. 
69 and 70). He emphasizes, too, that land and labor are the “founda- 
tion of all Riches.” 

Bellers was a man of wide interests. He was fertile in plans not only 
to employ the poor but to improve their health and education. He was 
concerned with politics and international affairs, and, in fact, devel- 
oped a scheme for a European parliament which Miss Fry suggests 
was a forerunner of the League of Nations. Miss Fry emphasizes as 
well the Quaker activities with which he was concerned for a large part 
of his life. It is of considerable value to have Bellers’ writings made 
more generally accessible in this reprint, for he is an excellent example 
of the enlightened public citizen and pamphleteer of his time. 

ELIzABETH W. GILBOY 


Committee on Research 
in the Social Sciences 
Harvard University 
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